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PREFACE 


The present study is an attempt at a survey and solution of 
the main problems of industrial finance in India. The principal 
agencies for the supply of industrial finance in the country have 
been analysed and the part played by each of these factors in the 
provision of industrial finance has been carefully examined. 
Among these factors the managing agents have played so important 
a part and have aroused so much public interest that it has been 
necessary to examine in some detail the various forms in which 
they have rendered this financial assistance to industry. With 
the passage of the State-Aid to Industries Acts in the various 
provinces of India, the State is taking an increasing interest in 
the financing of Indian industries. The extent and form of the 
financial assistance furnished by the State to industry have been 
investigated and in this connection an analysis of the working of 
the State-Aid to Industries Acts has been attempted. A review 
of the recent activities of the State elsewhere with regard to 
industrial financing has also been made, as forming a useful 
and interesting background for our Indian study. 

The question of the relationship of banks to industry has 
occupied the centre of the stage in recent discussions of the 
problem of industrial financing here as well as abroad ; and it 
has, therefore, been worthwhile to consider in some detail the 
question of banking policy with regard to industrial financing 
in some representative countries. The question of establishing 
special institutions for solving the problem of long-term industrial 
finance which has been receiving considerable attention in 
recent years has been carefully investigated. A review of the 
structure, organisation and activities of these specialist institutions 
in various countries has been attempted. Finally, the lines on 
which a suitable machinery for solving the problem of long-term 
industrial finance in India may be evolved have been suggested. 
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The background of the study has been gleaned entirely from 
original and authoritative sources. Published material on most 
of the subjects dealt with is limited, fragmentary and even 
non-existent. Personal investigations have always been made 
and materials have been collected from various countries of the 
world. The writer has depended upon State documents and 
official reports, personal letters, questionnaires and interviews 
for most of the information presented here. He is indebted to 
Governments, Chambers of Commerce, banking institutions, 
industrial companies and businessmen in many countries for 
furnishing him with most valuable materials, replying to 
questionnaires and otherwise assisting him in his research 
enquiries. 

The entire information regarding the Industrial Bank 
of Japan and the Industrial Mortgage Banks of Europe has 
been obtained from the respective countries in which the Insti- 
tutions function. The writer’s grateful thanks are due to 
Mr. Gustav Fogelholm, Managing Director of the Industrial 
Mortgage Bank of Finland, for furnishing him with its Articles of 
Association, Business Beports and Balance Sheets, as well as for 
replying to two detailed questionnaires. He is under obligation 
to the Boyal Hungarian Consul in India and the authorities 
of the National Hungarian Industrial Mortgage Institute ; to 
Mr. E. Banasinki, Consul for Poland, and the authorities of the 
National Economic Bank of Poland ; to the Consul for Germany 
in India and the authorities of the Provincial Mortgage Bank 
of Saxony ; to His Britannic Majesty's Consul in Tokyo, 
Mr. Hara, Consul for Japan in India, and the authorities of 
the Industrial Bank of Japan for furnishing him with all the 
official documents, Articles of Association, Business Reports, 
Statutes, etc., of the respective Institutions. The materials are 
not available in India and have been obtained directly from the 
different countries in which the Banks operate. In some cases 
the literature was not available in the English language and 
translations had to be made. The writer is very grateful to 
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xv 

Dr. Benoy Kumar Sarkar of the Calcutta University for assisting 
him in translating all the documents relating to the Saxon 
Mortgage Bank from original German into English and to 
Mr. Hara for translating some documents relating to the 
Japanese Industrial Bank from original Japanese into English. 

As regards state-aid to industry abroad, the author wishes 
to acknowledge his obligation to the Hon. Minister of Industries 
and Finance and the Deputy Minister of Industries, Province of 
British Columbia ; the Hon. Minister of Agriculture and his 
Secretary, State of South Australia ; and the Hon. Minister of 
Agriculture and the Director of Agriculture, State of Victoria, 
for their kind favour of furnishing him with various State 
documents, copies of Acts providing for state-aid to industry, 
Annual Reports of the Departments of Industry and Agriculture, 
etc., as well as for replying to his various queries. He is also 
grateful in this connection to the Secretary, Financial Section 
and Economic Intelligence Service, League of Nations, the 
Cousul for Spain in India, and His Britannic Majesty’s Consul 
in Barcelona for some helpful suggestions. His thanks are 
further due to the High Commissioner for India for requesting 
the Agent-General for British Columbia and the Agent-General 
for Victoria in London to furnish the writer with the necessary 
information relating to state-aid to industry in their respective 
countries. 

For information relating to the working of the Managing 
Agency System in India the author is particularly indebted to the 
Hon. Mr. Nalini Ranjan Sarker, Minister of Finance, Govern- 
ment of Bengal ; the Hon. Mr. S. D. Gladstone, President of 
the Bengal Chamber of Commerce; and Mr. A. C. Daniel, 
Secretary of the Bengal Chamber of Commerce. The Hon. Mr. 
N. R. Sarker’s assistance has been really invaluable. It would 
never have been possible for the writer to approach the Bengal 
Chamber of Commerce and the European firms of Managing 
Agents affiliated to it without his help. It is at his special 
request that Mr. A. C. Daniel, Secretary of the Chamber, v«y 
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kindly introduced £|fe writer to the Heads of a number of 
European Managing Agency firms, requesting them to assist 
him in bis research enquiries by furnishing him with information 
and documents regarding the origin, working and organisation 
of the Managing Agency System in Calcutta. Messrs. Gillanders 
Arbuthnot and Co., Messrs. Mcleod and Co., Messrs. Turner 
Morrison and Co., among other European firms, should be parti- 
cularly mentioned for their kind and courteous assistance. Thanks 
are also due to Mr. Manu Subedar, author of the Minority Report 
of the Indian Central Banking Enquiry Committee, Mr. 
K. C. Mahindra of Messrs. Martin and Co., Mr. J. J. Kapadia, 
Secretary of the Bombay Shareholders’ Association and Mr. 
J. B. Bartlett Richards, American Trade Commissioner in India, 
for valuable information and helpful suggestions. Thanks are 
also due to the Government of Bengal for their favour of special 
permission granted to the writer to study the Articles of Associa- 
tion, Managing Agency Agreements, Balance Sheets, Summaries 
of Capital aud Lists of Shareholders of various industrial 
companies at the office of the Registrar, Joint-Stock Companies, 
Bengal. 

Thanks should also be expressed to Mr. Bruce Gardner, a 
Director of the Bankers’ Industrial Development Co., as well as 
of the Securities Management Trust (England), to the Managing 
Director of the Imperial Bank of India and to Messrs. Place, 
Siddons and Gough (Calcutta) for their kind courtesy in replying 
to the author’s queries. 

Finally the writer wishes to acknowledge his grateful 
obligation to Dr. P. N. Banerjea, M.A., D.Sc. (Lond.), Prof. 
J. P. Niyogi, M.A., Ph.D. (Lond.), Minto Professor of Economics* 
University of Calcutta, Prof. H. L. Dey, M.A., D.Sc. (Lond.), 
Professor of Economics, University of Dacca, and Prof. J. C. 
Sinha, M.A., Ph.D., Senior Professor of Economics, Presidency 
College, Calcutta, for their kind encouragement and many helpful 
suggestions. 
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CHAPTER I 


Introduction 

A great deni of interest lias been focussed on the question 
of industrial finance in recent years. The problem came to 
receive earnest attention for the first time immediately after the 
cessation of hostilities in 1918. The four years of the Great 
War, the most exhausting that history has ever knoivn, shattered 
the economic order of Europe as no war had done before. An 
enormous economic wreckage had piled up during the War ; 
factories, machineries, whole industries, that had taken yearn 
and years of effort to build up, had most wantonly been de- 
stroyed. Factories had to be rebuilt, machineries had to be 
replaced, old industries had to be rehabilitated and new ones had 
to be started. While a considerable amount of finunte waa 
required for this enormous task of reconstruction, most countries 
were faced with a shortage ol industrial capital. The problem 
of providing adequate financial facilities for their industries 
assumed an importance it had done never before. 

Besides industrial reconstruction, the question of increased 
post-war competition in the markets of the world was a furtlier 
factor to be considered . It was apparent that immediately after 
the War was over, the belligerent countries would be making 
strenuous efforts to regain their lost trade and increase it, if 
possible. The development of export industries was, therefore, 
urgently called for to achieve the purpose. It was perceived 
even in England that she would have to take particularly quick 
steps to develop aud reorganise her export industries, if she w'ere 
to maintain her position in the overseas markets and t« wrest 
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from her rivals, if possible, some of their growing trade in these 
directions. Complaints regarding the inadequacy of financial 
facilities for industries were hitherto unheard of in England. 
There was no reason yet to doubt the efficacy of the existing 
machinery for furnishing industrial credit in Great Britain. 
But the need of developing the export industries became so 
pressing that the question of financial facilities for industry came 
to be widely discussed there and even engaged the attention of 
the Government of the day. An important committee was 
appointed by the Board of Trade in 1910 “ to consider the 
best means of meeting the needs of British firms after the War, 
as regards financial facilities for trade, particularly with reference 
to the financing of large overseas contracts.” 

In India also, the question of industrial finance began to 
receive prominent attention about that time. There had been 
growing, for some time past, a widespread feeling that the 
development of Indian industries was hopelessly inadequate. 
India had an enormous wealth and variety of raw materials but 
instead of utilising them in her own industries, she was merely 
exporting them to enrich the economic development of other 
countries. There was probably no other country where the 
resources were so immense, the possibilities so great and the 
achievements so meagre. India had a great industrial future 
and it was highly desirable that steps should immediately be 
taken to ensure a rapid industrialisation of the country. One of 
the first requisites of industrial development, it was pointed out, 
was an adequate supply of financial facilities and the financial 
needs of Indian industry must be fully satisfied in order to 
achieve the desired goal of industrial progress. 

It was also felt that the capital needs of Indian industry 
would grow to a considerable extent as soon as the War was 
over. The tonic of the War must foster a large number of new 
industries. Old industries would require to be reconditioned 
and overhauled. Extensions would also be urgently called for 
in many instances so as to obtain the economies of large-scale 
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production. Industrial finance was required on a larger scale 
than ever before. An Industrial Commission which was appoint- 
ed about this time gave great prominence, in their Report 
published in 1918, to this question of financial facilities for 
Indian industries and stressed for the first time the desirability 
of establishing specialist institutions for financing them. 

In more recent years, in the thick of the world-wide economic 
storm, when industrial stagnation became acute and unemploy- 
ment figures were mounting rapidly, the same question of 
industrial finance was resuscitated once more both in England 
and in India. Ideas were gaining ground that lack of adequate 
financial facilities had considerably intensified the present 
industrial depression, and a regular and systematic supply of such 
facilities was urgently required to bring about a quick industrial 
recovery. Re-organisation, reconditioning, modernisation of 
plant and machinery — in some cases very badly needed — could 
never be effected without this financial assistance. The banking 
system in this connection came in for some very sharp criticisms 
in England as well as in India. There appeared to be an 
undercurrent of feeling that the hanks were not doing their liest 
to help the industries and the relations of hanks to industry 
aroused the keenest of discussions in both the countries. 

The controversy over this thorny question assumed such pro- 
portions in England that it was made, among other things, the 
subject matter of investigation by an important Committee under 
the Chairmanship of Lord Macmillan in 1929. In the same year 
the Government of India appointed a Banking Enquiry Committee 
as a concession to a great popular demand. Not only was the 
examination of the entire banking system of the country included 
in its purview but one of its main objects was stated to be an 
enquiry into the present position of industrial finance in India 
and also the part played by the Indian banks ih its provision. 

Broadly speaking, organised industry requires two kinds of 
finance, fixed or block capital and floating capital or short term 
accommodation for its day to-day needs. The former includes 
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not only the long and large loans which are required for the 
inception of a new industry, for purchasing land, erecting 
factory buildings and installing plant and machinery, but also , 
the more or less permanent funds which an old established 
concern needs to extend and reorganise itself, to remove old 
plant much of which may have become obsolete and refit with the 
best appliances and lastly to take prompt advantage of new 
processes and discoveries. The initial capital is generally raised 
by means of subscriptions from the investing public, while the 
capital for replacement or extension is usually raised by means 
of debenture issues, bearing a fixed rate of interest. The floating 
or working capital is required for the purchase of raw materials 
and stores, for expenses incidental to the marketing of products, 
for financing outstandings in respect of goods supplied and for 
providing the necessary funds for paying wages and meeting the 
day-to-day requirements. These credits are of a temporary or 
seasonal character, either self-liquidating or to be repaid ulti- 
mately out of the issue of more permanent capital. To furnish 
these short-dated credits which are endless in the variety of their 
conditions is the principal function of the bank . 1 A certain 
portion, however, of the working capital of an industry, although 
used for current expenses, is really of the nature of permanent 
capital. The stock of raw materials, manufactured and semi- 
manufactured commodities never falls below a certain minimum 
and the capital required for holding them is of the nature of 
permanent capital. Only that amount of working capital over 
and above this minimum can be characterised as short term 
finance. According to strict theory, therefore, a portion of the 
normal working capital must have to be provided out of the 
subscribed share capital and the industrial company must be 
working for some time before it is ready for financial accom- 
modation from banks . 2 The nature of an industry has a great 

1 Report of the Committee on Finance end Industry, 1981, cmd. 8897, p. 189. 

* Discumonx with Foreign Expert *— Indian Central Banking Enquiry Committee, 
Vo!.H\ p.140. 
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do with the relative proportion between block and work- 
ing^ capital required. The more roundabout and complex the 
processes of production grow, the greater must be the proportion 
of fixed to working capital. In such industries ns hydro-electric, 
iron and steel and even in jute and cotton, block capital is very 
large in relation to working capital. On the other hand, in the 
case of the small and cottage industries where production is 
carried on under the simplest conditions and with most inexpen* 
sive tools and implements, the reverse is the case. In between 
the above two kinds of credits, long and short term, industries 
frequently require credits for intermediate periods, i.c., for periods 
varying from one or two up to five years. As the Macmillau 
Committee have pointed out in their report, such intermediate 
credits fall mainly into three types, viz. (i) hire purchase or 
instalment sales, ( ii ) advances against deferred payment and 
(Hi) long-term credits. 1 

In any comprehensive plan for providing industrial finance 
for a country, attention must no doubt be directed towards the 
provision of all the above three kinds of financial facilities — short, 
medium and long-term. But primary attention must he paid to 
the third form. The very life blood of industrial growth lies in 
the systematic and orderly supply of this long-term finance. 
The question of long-term industrial finance has assumed, for a 
variety of reasons, particular importance in India. It ran like 
a thread throughout the mass of evidence tendered before the 
Industrial Commission of 1910 and before the Inst Central and 
Provincial Banking Enquiry Committees. In these days of 
economic planning and industrial rationalisation, it has received 
an added importance. It has been frankly recognised that any 
programme for the industrial recovery of India must include 
within its purview a well-ordered scheme for providing long-term 
financial assistance to her industries. While the question of 
the provision of long-term industrial finance should engage our 



1 lieport of tbe Committee on Fiotnee tod Jnhirtry, cotd* 8997, pp. I6tt*70. 
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foremost attention, that of tlie supply of working capital to 
industry cannot also be neglected. The inadequacy of working 
capital for industry and the high cost of such as is available are 
an important element in the problem of industrial finance in 
India. In any study of industrial finance in India, a considera- 
tion of this aspect of the problem is also called for. 

At the present moment when we are seeking to discover the 
most efficient methods of financing industries in India, a study 
of how the problem of industrial finance has been solved else- 
where may prove to be not only of absorbing interest but also 
of great value. Different countries have attempted to solve the 
problem in differe it ways and in this connection a survey may 
very usefully be undertaken of some of the typical methods 
adopted in financing industries. It will be necessary to analyse 
the principal agencies for industrial finance and to examine the 
part played by each of them in its provision. The question of 
special machineries for furnishing financial assistance to indus- 
tries should be carefully investigated and the lines on which 
such a machinery, if necessary, may be evolved for India should 
also be suggested, it is in this background that a study of 
industrial finance may profitably be made in India. 
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Banks in Relation to Industrial Financing — 
German Banks and Industry 1 

In any study of industrial finance, a great deal of attention 
must be paid to the relationship of banks to industry. Nothing 
has aroused so much interest and nothing has been made the 
subject-matter of so much controversy as this question of the 
relations of banks and industry. What should he the banking 
policy in relation to industrial financing? Should the banks 
furnisTf permanent capital to industry or should they confine 
themselves to the provision of current finance only ? Are the 
banking facilities in either of these senses adequate for industry ? 
These are some of the questions which have been widely dis- 
cussed in recent years. 

Banking policy with regard to industrial financing has not 
been unjform in every country. Broadly speaking, the attitude 
of banks has been either one of close collaboration with or of 
strict aloofness from industry. The former attitude of which 
Gejrmany offers the best example is typical of all Continental 
banking, and is to be found chiefly in Italy, Austria, Hungary, 
Belgium and the Netherlands. T fie la tter is characteristic of the 
English system of deposit banking. A discussion of the relations 
between banks and industry must necessarily call for a treatment 
of the important part played by the German banks in the financ- 
ing of German industries. It has occupied the centre «f the 
stage in all recent discussions of banking policy with regard to 

1 The anbatancaof tbia chapter wan published in the form of an aitiolo in tha Calcutta 
Satiate, September and October, 1981 (raviaed and re-written,' 
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industrial financing. Repeated references were made to it by a 
large number of witnesses before the Committee on Finance and 
Industry in England as well as the Central Banking Enquiry 
Committee in India. In many quarters, however, there exists 
even to this day a great deal of misconception, at any- rate. ip. 

the popular mind, as reg ards The e x te nt "land form.. of the 

indtisIriaT ITnance providedh y the banka in Germany. There is, 
for instance, a kind of impression that the industrialist in 
Germany gets from the banks advances for fixed capital purposes 
that he would not get from -an English banker. There is a 
widespread idea that the German hanker takes a peculiar delight 
in granting long-term credits. But Dr. Goldschmidt in the 
course of his evidence before the Macmillan Committee clearly 
stated that it was, generally speaking, not the case. The. 
German banker believes as much as any other banker that, 
generally speaking, it is not the business of a bank to grant 
long-term credits. He has a great antipathy, in common with 
bankers all over the world, against advances for fixed capital 
purposes and always looks critically at any credit which 
is not a floating credit for working capital purposes . 1 “He 
only gives it in exceptional cases and after he has fully 
investigated the condition of the individual companies and 
has satisfied himself as to what purposes the credit will serve 
and what are the possibilities of amortisation." In many 
instances when the bankers have found it impossible to avoid the 
granting of such credits, they have had to help indus try o yer 
di fficult periods by taking up themselves shares and bond s a s 
during_the crisis of the inflation and stabilisation periods. JBflty 
lasting participation has not genera lly be en their poKcy-aaih 
regard to industrial enterprises, at least in the modern times. * 
They may have been forced to this position when an issue has . 
proved to be unsuccessful or when they have bad to buy bafclt 
their own issues to maintain their price. Thus, during the 

* Minutes of Et1dente t Committee on Fin ence and Indu try, Vol. II, p. 155. 

* P. B. Whale, Join (stock Bonking in German f t p. 46. 
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poet- war years, the banks were often severely handicapped in their 
issue and placing business, so that they were unable to plaoe 
more than a limited portion of their holdings and could reduoe 
their security portfolios only temporarily. 

Ideas are also widely current that German banks frequently 
start new industries and act as managers of industrial conoernf^ 
as well. Ge nerally speaki ng, th e startin g of new indust ries is 
no t the ir function. When private enterprises are converted into 
jointstock companies, and if such conversion is warranted by the 
size, past records and prospects of the business, the banks 
sometimes take a limited share interest in the new companies. 
Butliny impression that the banks start with selling shares of 
the jointstock company, buying factory sites, bricks and steel and 
thus establish an enterprise is wholly wrong . 1 The banker never 
claims to bejm industrialist in Germany. It is not his practice, 
ordinarily speaking, to act as a responsible leader or manager 
of industrial concerns. It is only when the financial structure 
of industrial companies shows so many cracks that they have 
become particularly weak or insecure that the banker in Germany 
steps in and assumes responsibility for management . 8 But it is 
involuntary and never sought for. 

At the same time, however, it must lie observed that just as 
it is wrong to think that the German banks are always ready to 
furnish long-term finance to industry or participate in the promo- 
tion of industrial companies, it will be equally wrong to believe 
that they have never done it. In his anxiety to dispel some of 
the prevalent illusions regarding the industrial activities of the 
German banks Dr. Jeidels caused considerable misapprehension 
in the minds of the members of the Indian Central Banking 
Enquiry Committee. 8 An impression seems to have been 

> Discussions with Foreign Experts - Indian Cental Bulling Enquiry Commttta, 
Vol. IV, p. 178. 

* Minutes of Evidence, Committee on Finance and Indoatry, Vol. II, p. 149. 

1 Discussions with Foreign Experts — Indian Cental Benkiog Enquiry Committee, 
Vol. lV,>p. 171-79. 

9— 1938B 
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conveyed by bis obser vations that the German banka bad at no 
s tage ofiBeir develo pment furnished long-term finance or taken 
an active part in promoting industrial co mpanies by taking u p 
their share s. That i mpression is n ot correct. The truth is that| 
the German banks have evolved themselves into imposition to-day 1 
which is wholly different from that in the earlier stages of their 1 
development. Dr. Jeidels appears to have overstressed the 
recent trends only and ignored the activities of the German 
banks in the earlier stages of their development. He was un- 
doubtedly speaking of the present position of German banking 
whereas his Indian colleagues in the Committee probably had 
at the back of tbeir minds the activities of the banks in the 
earlier years. The evolution in the German banks has been 
going on through a long process of years and is probably still 
not complete. Three different stages are noticeable in this evo- 
lution; and their functions have undergone remarkable changes 
as they have passed from one phase of development to another. 
In order to understand the relationship of the German banks to 
industry in its true perspective, it will be necessary for us to go 
back to the beginnings of these institutions and to trace the alter- 
ation in tbeir policy with regard to industrial financing through 
the successive phases of their evolution. 

1848 - 1870 :— 

In the first stage of their development the German banks 
were pre-eminently banks for loans to industry ; and as such 
played an important r61e in the financing of German indus- 
tries. They were formed with a distinct industrial bias. Take 
for instance, the Schaaf hausen’ seller Bank verein of Cologne, 
tbe first German jointstock bank, established in 1848. Although; 
the Btatute precluded it from indulging in any kind of speculative 
activity outside the sphere of proper banking business, the insti- 
tution from the very start invested in shares of various com- 
panies, mortgages and industrial enterprises. Within a few 
years of its establishment, it financed several mining and 
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metallurgical undertakings in the Rhineland and Westphalia. 
The Bank far Handel und Industrie was established in 1863 
with the distinct object of taking an interest in industry. It 
wee modelled on the “ credit mobilier ” of France and one of its 
co-founders, Abraham Oppenheim, was the founder of the Credit 
Mobilier. This bank was expressly empowered by its statute “ to 
participate in the promotion of new companies, the amalgamation 
and consolidation of different companies and the transformation 
of industrial undertakings into jointstock form, and also to issue 
and take over for its account the shares and debentures of such 
newly created companies.” 1 It contemplated from the very start 
promoting solid and large-scale undertakings through the invest- 
ment of its own and outside funds. In the first year of its 
existence it was responsible for the development of German and 
foreign railways. It took over Bliares of the Austrian State Rail- 
way, purchased the entire Brunswick railwuy system and held 
preference shares in the Cologne Minden railway. It also in- 
fluenced the growth of many engineering and textile industries in 
the South of Germany and took part in the flotation of many 
German and Austrian loans. A number of other banks was 
established about this time following the model of the Bank fur 
Handel und Industrie more or less closely. Of these the more 
important were the Di scon to Gesselschaft, the Berliner Handels 
Gesselschaft and the Mitteldeutsche Creditbank. The Disconto 
was established in 1861 with a capital of 30 million marks and 
was changed into a limited liability company in 1866. Like the 
Bank for Industry and Trade at Darmstadt, it participated in 
numerous railway transactions. It became connected with the 
Silesian Railway Company, the Alsenez Railway, the Rhine 
Nahe Railway t etc. Besides railways, it was also engaged in the 
development of Balt pits, mines and iron works as well as 
secondary banks and insurance companies.* It had even in* 
recent years several industrial interests among which the well 

1 Ait. IQ K of Statute ci Uw Bank for Hudtl and Industrie. 

* Wim w, (hmnt't CmmmcM Grip am tiu World. 
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known United Steel Works and the Hamburg American line 
might be mentioned. 

It is interesting to note that the German banks in this 
period carried on their business with their own capital resources 
and were not dependent upon deposits from the public. The 
balance sheets of 14 jointstock banks in 1857 showed a total of 
296 million marks of which not less than 205 millions were 
represented by the money of the shareholders and only 57 millons 
by deposits and acceptances. 1 The ordinary banking business of 
receiving deposits and making short-term loans from these depo- 
sits was considered by them merely as a side-line. Their main 
business consisted in investing the shareholders’ money in in- 
dustrial and commercial enterprises, the object being to reap as 
large a profit as possible for the shareholders. A considerable 
portion of their resources was invested in industrial securities. 
The banks in that period, therefore, “ partook more of the charac- 
ter of investment trust companies than of banks properly so 
called.”* 

1870 - 1913 : — 

The banks assumed a new character when they began the 
systematic fostering of deposit business from the early nineties. 
The lead was taken by the Deutsche Bank ; and the other banks 
soon followed it in attracting deposits by offering more liberal 
terms and by making them in favour of the traders and manu- 
facturers. The following figures strikingly bring out the enor- 
mous growth of bank deposits. The deposits (including current 
account balances) of all banks rose from 1982*18 million marks 
in 1889 to 9641*59 millions in 1913, of which 5148*68 bullions 
were held by 9 Berlin banks. * The following figures given by 


1 Banks and Indnttry in German y, is MtioJa bj 8 . 0 . Feodoasief, in tto Bankart'. 
Magatint, June, 1980. 

• n*r. 

* P. B. Wbtlt, Jointitock Banking in Gtrmang, p. 28. 
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Dr Riesser also illustrate the growth of deposits in tha case of 
the four 4 D ’ banks between 1870 and 1906* 


Bade. Inr. DtpotiU 

(is dUUmb marks). 

1. Deutsche 1871 8 

1808 488 

2. Dresdner 1875 2*8 

1808 224*6 

8. Diaconto 1871 14*8 

1808 218*6 

4. Dannstadter 1870 16*1 

1808 108*8 


The resources of the banks, which in the earlier stage had 
been confined to their own capital and reserves, came now to 
consist of other people’s money in the form of more or less short- 
term deposits. The rapid economic development of Germany 
during this period necessitated the provision of finance for the 
growing requirement of trade and manufacturing concerns. 
With the increase in the deposits, the banks became able to 
extend more credits to them. Thus a considerable part of the 
constantly growing volume of deposits came to be used by them 
for assisting the development of industries in which they were 
interested as promoters, shareholders and debenture-holders. 
The banks which bad originally resembled investment trust 
companies and considered pure banking business as a mere side- 
line now gradually evolved themselves into deposit banks. But 
they did not abandon their old preference for investment banking : 
their original character of the investment trust companies was 
retained. They combined the investment trust business of the 
former period with the deposit business of this period ; their 
business became mixed and varied. From this period they 
acquired their distinctive features and came to be known as 


i 


TU Great Gorman Bank* and ihmr Concentration, pp. 906*08. 
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’* mired basks/' In addition to the business of an English 
joints took bank, it now included the functions which are regarded 
in England as belonging properly to company promoters, issue 
houses^ underwriters, merchant bankers, discount houses and 
even stockbrokers. 

1913-1990- — War and Post-War Years : — 

The evolution of the German banks did not,, however, stop 
at that stage. They have been developing along new lines in 
more recent years. Ever since the last Great War, a slow but 
steady revolution has been taking place in their business. 
During the war and the years immediately following it, lending to 
public authorities became the main business of the banks. They 
concentrated on financing Government by floating its loans. The 
Government in many cases took upon itself the task of financing 
industry. The opportunities for dealing in or for creation of 
securities were also limited by war time regulations. All these 
circumstances altered to a considerable extent the status of the 
German banks ; they became during this period purely deposit 
banks. The following figures giving the average percentage of 
securities to total assets in the case of eight Berlin banks during 
1914*18 strikingly illustrate the marked decline that took place 
in their security holdings 1 : — 

* 1918 1914 1915 1916 1917 1916 

Bight Berlin Banks... 180 189 11*8 9*1 6 6 6*2 

This decline in the percentage of securities to total assets was 
not only* well maintained in the postwar years but was even 
accentuated in the years of the inflation. The banks grew 
more and more cautious. They became reluctant to tie up 
their :funds for long periods and , concentrated far more on 
regular banking business than formerly. There was no doubt a 
revival of the typical industrial activities of the German banks 

1 P* B* Wh*k» Joint*U*k Bm&mg f* Qtmanf, p. 90B. 
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during the yean 1926 and 1927 but barring this, their tendency 
to "switch ” over to deposit banking, and that in the English 
sense of the expression, was unmistakable. This recent trend 
in Goman jointstock banking is amply illustrated by the 
following figures showing a marked decline in the relative finan- 
cial importance of their investment -banking business. As com- 
pared with the figures for 1913, the decrease in the relative sise 
of long-term investments os shown by tbe proportion of own 
securities and syndicate participations to total assets is strikingly 
significant 1 : — 




Securities &b Percentage of Total Assets 

Average for 8 Berlin 

1918 

1919 

1920 

1921 

1923 

Banks 

130 

2-0 

2*3 

1*7 

0*23 

Average for 7 Berlin 

1924 

1925 

1926 

1927 

1928 

Banks 

0*7 

50 

43 

4*2 

3*9 


Even before the War, it will be a mistake to suppose that 
investments occupied quite a large portion of tbeir business. 
Even in the pre-war years the holdings of securities, syndicate 
investments and participations in other banks were never 

very large. The average percentage of securities (including 
syndicate and bank participation) to the total assets in tbe case 
of nine Berlin Banks from 1907 to 1913 as shown in the following 
table clearly illustrates tbe position 2 : — 

1007 1006 1000 1010 1011 101S 1018 

Average for 9 Berlin 

Beaks ... 10*8 11*0 93 12'4 12 # 0 181 18*2 

In the present times tbe proportions of long-term investments 
have fallen still lower. The importance of this part of their 
business is gradually receding into the background ; and tbe 

1 She UMm ere bend upon data (ha by P. B. Whale, op. cit., jpp. 1M, 90S, 988 and 

07S. 

* Baaed apea date fives by P. B. Whale, of .«*, 
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banks are steadily turning into deposit banks ib the English and 
American sense ef the word. 

. But more must not be inferred from this statement than is 
intended here. It has already been noted that the banks have 
not been indifferent and inactive when opportunities have come, 
as, for example. in 1926 and 1927. Indeed the recovery of 
German industry from the depression of 1925-1926 would have 
been difficult without the co-operation of banks with industry. 
Besides, it may be that the low proportion of shares and syndi- 
cates is due to the fact that these are being quickly passed over 
to the investing public. But it has to be acknowledged that the 
post-war German banks were tending to develop very much along 
the lines of the pre-war English deposit banks. This is evident 
not only from the comparative decline in the securities business 
noted above but also in the rapid increase in deposits and fall in 
capital and reserves. The following figures indicate a significant 
decline in the proportion of capital and [reserves to liabilities, 
while the percentage of deposits and current account balances is 
comparatively rising 1 : — 

Capital and lleeerves as Percentage 
of Total Liabilities. 

1913 1927 1998 

Average for 8 Berlin Banka ... 19*0 8*6* 7*0* 

Deposits and Current Account Balances 
sb Percentage of Total Liabilities. 

1918 1997 1928 

Average for 8 Berlin Banks ... 62*1 86*1 86*1 * 

The figures available for the principal German banks tell 
the same story of a remarkable decline in the proportion! of 
capital and reserves to liabilities. The latter are seen to have 

* Fignxtt for 7 Banks. 

1 P. P, Whale, Jomtsteek Banking in Oetmifif, p. 875, 
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risen by 40 % , while the former are little more than one-third of 
the pie-war figures 1 : — 




In Million! of RM. 



1918 

1996 

1996 

1937 

1999 

Capital and lie serves 

... 2,388 

066 

768 

818 

886 

Acceptances ... 

... l,8f>0 

259 

850 

435 

453 

Creditors (deposits) 

... 0,759 

4,900 

6,528 

8,128 

10.899 


The figures given above illustrate the recent tendency for 
German banks to depart more and more from the pre-war practice 
of combining the functions of commercial banking with those of 
investment banking in all its aspects. The continued increase 
in deposits is not certainly accidental. The German banks are 
working with funds deposited with them to a far greater extent 
than was ever before the case and have to exercise more and 
more ciution. They have reduced their totals of securities and 
joint syndicate holdings and are conforming more closely to the 
recognised canons of commercial banking ns adopted in 
England. The separation of commercial from investment bank- 
ing functions is one of the most striking features of recent 
banking legislation in Germany The German Credit Act of 
December 5, 1934, has set a limit to bank holdings of real estate 
and speculative investments. Stocks, and bonds not admitted to 
German stock exchanges that are owned by a credit institution, 
must not exceed a certain percentage (in no case less than 5%) 
to current liabilities to be fixed by the Supervisory Board. 
Permanent participations and investments in property and build- 
ings shall not exceed the capital and reserves of the credit 
institution.* Thus both law and practice are tending to reverse 


1 The Timm Trade and Engineering Supplement, Busking Section, 28tb June# IHdO, 
Aleo Use Economist (Sinking Supplement), 13th May, 1938 

9 Sec. 17 (1) and <9|, the German Credit Act of December 5, 1981. Federal Serene 
BulUtim, January, 1986. 

*— H88B 
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a banking tradition built up in the country over more than a 
century. 

Technique of German “ Industrial Banking ” : 

The close relationship of German banks to industry 
commences from the very foundation of the industrial company. 
The hanks lend their collaboration in founding almost every 
important company whether in the case of converting an already 
existing private enterprise into a jointstock company or of 
exploiting an absolutely new invention. The procedure is usually 
as follows : The bank first calls for full particulars about the 
industrial concerns and then finds some authority, not of its own 
staff, to investigate. The German banks, contrary to general 
belief, employ no staff of industrial experts. The expert is 
usually the director or manager of another industrial company 
connected with the bank. If, for example, it is a sugar factory, 
remarks I)r. Jeidels, the bank will ask one of its clients in the 
sugar industry for the favour of recommending somebody from 
his own staff . 1 “If the bank, after examination, decides to 
found the company, it draws up the scheme of financing, 
determines the amount and the type of capital to be issued and 
then in some cases itself takes a part of the shares into its 
security portfolio with the idea of issuing them at a later date .” 2 
In this way the founding bank becomes the issuing bank. 

The origin of this intimate connection between a bank and 
an industrial enterprise lies in the opening of a current account 
for the latter. This current account, it must be noted, is not 
identical with the English cheque account. As Mr. Whale has 
pointed out, a current account relation in Germany is said to 
exist between the bank and its client “ when money claims arise 
on both sides and these claims are not settled individually but 

1 Discussions with Foreign Jfefwrtt— Indian Central Banking ' Enquiry Committee, 
Vol. IV, pp. 147, 107. 

* Minutes of Evidences, Committee on Finance and Industry (Memorandesi on Gorman 
Banking by Dr, J. Goldschmidt), Vol. II, p. 148. 
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are treated as items in an account, of which the balance is struck 
periodically. Once this balance is determined, the several debts 
on each side are considered to be settled and there emerges in 
their place one claim and one (equal) debt .” 1 * * * Interest is 
reckoned on both sides of the account. 

The current account credits, though generally for short term 
only, are occasionally time credits and are granted more or less 
for long periods. Such long-term credits are generally pre- 
paratory for future loans ; they represent in principle advances on 
future issues. Thus the German firms depend on their current 
account advances not only for working capital purposes but also 
f>r extension and replacement of machinery in anticipation of 
recourse to the investment market. These current accounts 
represent a large portion of the total assets of the banks and in 
1910 the total sum due on that account in the case of eight Berlin 
banks was about of their entire assets.* No definite rules 
can be given as regards the collateral security required for credits 
of this kind. The credits are very often granted without any 
security at all. They are then based upon personal confidence 
in the efficiency and managerial ability of the businessmen as 
well as on the earning power of the concerns. Such unsecured 
credits are, indeed, considered best and safest by the German 
bankers and in 1929 constituted 25 % of the total debts of the 
principal Berlin banks. 8 In the case of secured credits, the 
security demanded is usually of an easily realisable character, 
such as stocks and bonds quoted on the stock exchange or 
stocks of commodities. Sometimes first mortgages are also 
accepted. 

The opening of the current account is the first link in the 
long chain of transactions between the banks and industry. 
From the moment the current account relation begins, the bank 

1 P. B. Whale, Joinlttoch Banking in Qarmang, p. 87. 

* Bankt and Industry m Germany, to article by 8. O. Feodoxief in the Bankets' 

•Vojurin#, June, 1980. 

5 kfinatee of Ecidence, Committee on Fiootx* end Indoetry , Vol. II, p 150. 
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closely follows the interests of its client’s business. If the hank 
finds that its client has the value it has attributed to him, it 
renews and increases the credits from year to year. Credits at 
first short become longer and larger mid as occasion arises, 
capital transactions — conversion into a jointstock company, 
issue of bonds and shares, direct participation, co-operation in 
management-— all closely follow one after another. 

Banking collaboration to industry is lent by issuing the 
shares and bonds of industrial enterprises. '* The business 
of issuing industrial securities is the keystone of the vast 
structure of the industrial relations between banks and industry 
whose foundation is the current account business .” 1 When 
the bank in England gives its name to a security, it 
assumes no responsibility for it. But in Germany the bank 
becomes responsible for the future development of the securities 
which it has issued. It cannot shirk that responsibility without 
damage to its reputation. In England the great bulk of the 
issues is made by the big banks, the name of the bank appearing 
on the prospectus. But that does not make the bank responsible 
for the issue. In the English system the hanker is merely a 
receiver of subscriptions to issues but in Germany the making of 
an issue only represents one stage in the continuous relationship 
between the banker and industry. The banks in Germany can 
only introduce an issue by responsibly signing the prospectus 
along with the issuing company. They are members of the Stock 
Exchange. In applying for admission to its shares, a bank 
has to submit a prospectus bearing its own signature, which is 
subject to a close examination by the Stock Market Listing Com- 
mittee. This committee is composed partly of representatives of 
Government departments and partly of representatives of banks 
and all departments of business life. The representatives of the 
introducing bank, being interested parties, are usually excluded 
from the examination of the prospectus. 


1 Bitfiser, op cit., pp. 864-65. 
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l^ibis issue business is generally carried out by what is called 
in Germany a “ Syndicate" or “Konsortium," comprising several 
jointetock banks and a number of provincial banks. They make 
themselves responsible for the issue collectively and they come 
together for that purpose into an association which is called o 
“ Konsortium." Each member of the “ Konsortium ’ has a 
certain quota and is expected in the case of the s)ndica‘e credit to 
advance a proportional amount. The majority of the short-term 
current advances are made by the banks individually ; while these 
syndicate credits are mostly really large and * long-term 1 One of 
the members of the banking syndicate is chosen as the “ Leiter " 
or Director of the common transaction. The shares are not 
divided among the members but remain in the custody of the 
" Director " bank until they are sold out to the public.* The 
syndicate is generally formed for a certain period and on its ter- 
mination the total profit or loss and any remaining securities are 
shared among the members in proportion to the participation 
which they have accepted in the issue. The net effect of the 
German banks working jointly in syndicates is much the same 
as that of the English underwriting system. This method of 
creating * syndicates ’ not only tends to reduce the risk borne by a 
single bank by spreading it out among all the associated 
banks but is also remarkable, as Dr. Goldschmidt pointB out, 
in preventing one bank from granting credits unknown to 
the others. This acts as a financial brake on the concern which 
would not otherwise be obtained." 

It will be difficult to realise witbout personal experience 
wbat a feeling of intimate relationship and solidarity has deve- 
loped between the German banks and industry. This co-opera- 
tion has been built upon the bedrock of a spirit of mutual confi- 
dence that has grown between them, a spirit that has far out- 

1 The Economist , March 15. 1980, pp> 573-78. 

9 P. D. Whale, Jointstock Bonking m Germany , pp. 45*40. 

9 Mnmtes of Evidence, Committee on Finance and Iodoarrjr, Vol. IT, p. 149. 
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stripped the question of immediate gain and has emanated from 
a genuine desire on the part of both to further industrial welfare 
as a whole. This feeling of solidarity and mutual confidence has 
found its practical expression in the representation of the banks 
on the boards of industrial and trading enterprises. “ While the 
managing directors of the banks are generally on the boards of 
the most important enterprises, the next ranks in the hierarchy, 
the managers, are often delegated to the boards of the smaller 
companies, while branch managers are nearly always to be found 
"on the boards of die local companies in their districts.” In 
addition to the appointment of Directors, the banks sometimes 
appoint one of their employees as Departmental Manager, Secre- 
tary, Accountant or Engineer to the newly connected industry . 1 
Not only do the members of the bank directorate sit on the super- 
visory board of industrial enterprises, but captains of industry 
are frequently invited to take seats on the bank Aufsichtstrat. 
This exchange of representatives is an important link between 
banks and industry. The bond between them is strengthened 
and thereafter they are joined together “for better or worse .” 2 

It must be noted in this connection that the banker never 
gives his advice on purely technical or industrial questions but 
always on financial matters. As a rule the industrialist is respons- 
ible for the business and general management of the company 
and the banker is merely the adviser on financial questions. It is 
not in conformity with the spirit of the German Aufsichtsrat to 
go beyond that. In exceptional cases when the financial structure 
of the companies has been impaired, the banker has gone beyond 
but always involuntarily. 

This exchange of representatives has often been described 
as an ‘ interlocking of directorates .’ 3 But in view of the peculiar 
functions of the German Aufsichtsrat, such a description will not 

1 Dr. Nimenyi'a Memorandum, Indian Central Banking Enquiry Committee, Vol, XI 
(Written Evidence), p. 292. 

1 Bieaaer, op. cit pp. 366-67. 

* Walter Leaf, Bonking , p. 156. 
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be quite correct. Its functions are not quite the same as 
those of an English Board of Directors. It docs not possess any 
executive, but only consultative and supervisory functions. It 
determines in consultation with the managing directors the general 
policy of the company. Everyone of the members has the right 
to demand information and carry out investigation. 1 From the 
members of the Aufsichtsrat are elected a Presidium and certain 
committees, such as the committee for credit business. A number 
of members of the Board and of these Committees are industrialists 
so that expert advice and special information about industrial 
matters can be obtained confidentially from them in the case 
of large credits. 

The day-to-day work of the bank is done by the liody of 
managers. “ The policy of the bank, the business of the hank 
and the representation of the bank are in the hands of the 
managers.” The executive management consists of “ personally 
responsible partners ” who are responsible for the liabilities of 
the bank with their entire fortunes and of managing directors 
(members of the Vorstand) in banks organised as limited liability 
companies. These managers have joint leadership. Every 
individual has to give his decision on great questions as to grant- 
ing large credits and issues and other important things. In the 
case of important credits the approval of the Credit Committee 
which meets from time to time to discuss such credits is required. 
For small credits, the sole responsibility is assumed by the 
partners or directors. But when they are in doubt, or when 
they have to deal with important credits, i.e., those that are over 
a certain amount, the Aufsicbtsrat will he consulted, and the 
judgment of those members who are particularly experts about 
the company applying for credits will be sought. The manage- 
ment can always approach the Aufsicbtsrat or invite some of its 
members for the purpose of consulting them and seeking their 
advice on important questions. 

1 P. B. Wbsle, op. «!., p. 81. Also Minnie* of EtiAenct , Couimitlff on Finsnrs soil 
Industry, Vol. II, pp. 117-58. 
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From the data collected by Dr. Eiesser we are able to form 
an idea of the extensive representation of the banks on the super- 
visory councils of industrial concerns. The Deutsche, for example, 
in 1911 had seats on the supervisory boards of 159 companies, 
the Schaffhausen'scher Bankverein on those of 148, the Disconto 
on those of 143, tbe'Darmstadter on those of 132, the Dresdner 
of 120 and the Berliner Handelsgesselschaft of 123. 1 

The position of the banker on the boards of several competing 
Arms is not incompatible with the independence of these concerns 
and the continuity of competition between them. This is due 
to the spirit of mutual confidence, already referred to, between 
the banker and the industrial traders. “ it is the same,” as 
Dr. Goldschmidt observes, ” when you visit the doctor. He will 
never say nnytbing about your illness to your friends. He 
knows very well that he must keep your confidence.” 2 This 
position of the banker is very good for him as well as for the 
company. He can learn in the different companies the various 
methods, ideas and kinds of leadership. He can very usefully 
advise other companies and can very often settle differences 
between them. He can render really valuable service when 
schemes of amalgamations are being considered. He can always 
approach other bankers and have a discussion with them over the 
scheme not only as an interested party but also from the general 
economic point of view. 

The membership of a large number of boards in this way 
gives the banker a broad view of industrial development and 
a wide experience, so that he is generally the obvious man with 
whom to discuss new financial transactions and schemes of busi- 
ness organisation. “ His experience together with his capacity 
and advice proves a very valuable asset for the boards of his com- 
panies particularly when he through his confidential personal 
relations has a general view over the situation of competing 

1 Rieeaer, op. rtl.» App. IV, pp. 897-020. 

< Minutu of Rvidtnco, Committee on Finance end Tndastrj* Vol. II, p. 187. 
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similif enterprises and can therefore judge and estimate the value 
of measures and schemes of general industrial policy.” 

li/rom the foregoing analysis of the technique of industrial 
banking in Germany, the following points emerge very clearly. 
The banks grant short-term as well as long-term loans but the 
short-term deposits are used as a rule for the short-term loans. 
Credits for long periods whether for new or old established con- 
cerns are generally raised by issuing shares and debentures and 
selling them to the investing public The issue of shares 1ms 
generally been preferred for permanent improvements. When 
capital has been required for improvements of considerable dura- 
tion but yet laminating after the lapse of a certain time, the 
banks have raised it by issuing bonds redeemable by amortisation 
within a fixed period. These debenture bonds have been issued 
wh ’never comparatively long-term loans have been required for an 
extension or renewal of machinery.' The banks may sometimes 
take up shares and debentures in the first instance and may often 
keep the purchased securities in their portfolios for some time before 
attempting their sale. But they do not generally hold them 
permanently and ultimately dispose of them among the public. 
Whatever might have been the case in the earlier period, lasting 
participation has never been their policy with regard to indus-\ 
trial enterprises in the present times. Since the War at least 
they have far less capital locked up in industry than was the case 
in the pre-war days. A careful perusal of the receut balance 
sheets will show that short-term credits generally predominate. 
In fact there has been a startling increase of the short-term loans 
of the German banks in recent years*— the increase being to a 
considerable extent accomplished at the expense of a decrease in 
long-term investments. 1 * * 4 The German banker to-day is as much 

1 Bieemr, op. tit. 

* If. B. Northrop, Control Polieiu of the Rtichthmk, pp. US-18, 

Tho abort- 'em loaoi of tho German beoka iocmaaad from 19/W8 million BM. in ISIS 
to 90,439 millkn BM. n 1908 1 vbile the loop-term inreetroente declined from #M24 million 
BN. la 1818 to 18,861 million Rif. in 1988. 

4 -188SB 
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reluctant to tie up his funds permanently in industry as any 
other banker anywhere else in the world^ 

Diversified Activities of German Banks : 

A study of the annual reports and balance sheets of the 
German banks clearly shows the diverse lines ofbuBineea that- 
tJbfiy—JGarry on. Tt seems incredible to one schooled in the 
simple traditions of English deposit banking, how the banks are 
at all able to carry on such various lines of business appearing 
to be extremely risky and speculative The diversified activities 
of the German banks and their intimate alliances with trade 
and industry involve them in heavy credit engagements as 
well as in investments which do not often represent readily 
realisable assets. The union of short-term banking with the !; 
provision of long-term capital has made them the target of severe 
criticisms. 

In some cases the banks undoubtedly incurred enormous 
losses. But these were principally due to their own errors and 
hazardous ventures. In granting credits the principle of 
distribution of risks was generally disregarded in such cases. 
When a bank gives too much credit to one industry or even to 
one branch of it and when that single industry or establishment 
goes wrong, the result is necessarily disastrous. Thus the 
Leipzigcr Bank and the Dresdncr Kreditanstalt owed their 
failures to the extension of excessive credit to single companies. 
The misfortune of the Darmstadter und National Bank in 1931 
was similarly due to the collapse of its biggest borrower 
" Nordwolle.” The larger banks often suffered heavy losses 
in connection with the development of some real estate com- 
panies, but their solvency could never be questioned. 

Generally speaking, the enormous amount of share capital 
and reserves of the big credit banks, the solidarity of interest 
and the efficient' control exercised by the authorities made it 
almost impossible that they would be shaken by any catastrophe. 
We have already pointed out that though they made both short 
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and long loans, they did not as a rule use their short-term 
deposits for the long-term investments. They issued shares and 
debentures for the purpose of raising the long-term credits. Here 
also we find that their policy was never to hold willingly 
the securities permanently on their own account. Only a very, 
small proportion of capital and reseryes was employed for this; 
purpose. Through a skilful management, this small proportion 
was invested, realised and re-invested in various shares. 

Besides, whenever the risks of immobilising their funds 
appeared to be very great, they departed from their tradi- 
tional methods of participation and helped to establish 
subsid iary comp anies eitiier in con juction with industrialists 
or for eign c apitalists. They often sought to provide relief 
by mediating loans from abroad, as during the years after 
stabilisation, when industries were suffering from scarcity of 
long-term capital. In September, 1027, the Deutsche Bank, with 
the assistance of Dillon Read & Co., raised in New York a five- 
year loan of 25 million dollars with the purpose of re-lending the 
proceeds to middle-sized industrial concerns in Germany for 
a similar term. Shortly afterwards the Commcr/.-und-I'rivat 
Bank raised a 10-year loan of 20 million dollars through the 
Chase National Bank for the same purpose. 1 

The history of German bankjng has amply demonstrated 
that it Is possible for banks to play a large part in industrial 
financing without immobilising their funds. It has been 
frankly recoguised that “without the vigour and daring initiative 
of the banks the present proud edifice of German national 
economy could not have been erected in so short a time.*’ 2 “ It 
should never be forgotten,’’ remarks Dr. Goldschmidt, “ that 
Germany owes the great industrial development of the sixties, 
the nineties and the first decade of this century in a large 
measure to what one may describe as the ‘ entrepreneur spirit ’ 

1 P. B Wl.*V , op. cit , p. 272. 

* Dmttteh* Otkonomut, quoted Ij Mr. Wbele, op. ril„ p. 831. 
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in banking.” 1 The same ‘ entrepreneur spirit * was urgently 
called for after the War for the great work of reconstruction and 
rehabilitation of industry. The entire economic situation was 
Shattered by the War, capital was lost, consumer demand was 
Jacking and the technical basis of industry was undermined. 
The banks generously responded to the call of industry and 
stood by it firmly in the hour of its peril. Once again during 
the serious crisis which enveloped German industry during 
1925-26, it was this same spirit which brought about its 
splendid recovery. 

Reasons for the System of “ Blending of Functions ” : 

If the German banks “ live under this system of the 
blending of functions and the confusion of risks,” it is neither 
because they have preferred it to others nor because they have 
considered it more suited to the aims of national economy. It 
is because they could not be otherwise. They are so to speak 
“ daughters of necessity ” 2 — a product of numerous historical 
circumstances . The German banking system has been built^ 
up and organised as a consequence of the general economic 
evolution of the country. The economic situation in Germany 
wus different from that in England and other old capitalist 
countries. In England, the process of industrialisation was 
spread over a pretty long time and there was a mass of dormant 
capital seeking investment. Industry bad merely to ask for it 
for employment. But in the case of Germany her industrial 
revolution had marched more rapidly than the formation of 
- L capit|L Before 1800 there was scarcely any trace of industriali- 
sation in the country. It is from the middle of the 19th 
century -that we meet with the first awakening of German 
industries. Changes were rapidly taking place about that time 


1 Minuiis of Evidence t Committee on Finance a: d Iudustry, Yol. If, p. 148. 

* Henry limner, Germany * Commercial Grip on the World, p. 65. 
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in dte’maoy. The wliole system of communication was 
revolutionised by tho use of railways ; several of her industrial 
branches were transformed ; and by means of tbe Zollverein, 
unification was ocbieved in tbe economic territory. All t4is 
paved the way for tbe expansion of German industry and gave 
a great impetus to large-scale production. Tbe jnintstock 
company is admirably suited for large-scale trade and industry 
and hence the rise of jointstock enterprise in Germany also 
dates from this period. 

The rapid economic expansion created n new and enormous 
demand for capital and credits of all description. The funds of 
the general public were too meagre to meet this demand. Even 
in the case of those who had the necessary funds, they were 
neither willing nor fitted to become progressive entrepreneurs ; 
nor would they trust their funds to those who had the necessary 
qualities. Hence there was place for an agency which would 
secure the confidence of the public and u-e this confidence to 
divert their capital to sound industrial undertakings. The 
existing financial organs were ill-adapted for this task. The 
banking system of tbe country consisted mainly of the small 
private banks, the note-issuing banks, tbe great bankers of the 
Rothschild type and some other banks of intermediate standing. 
Industry could not expect assistance from any of them. The 
private bankers advanced funds neither for a long period nor on 
a large scale. The resources of tbe note issuing banks were not 
suitable for long-term investments. Tbe other great bankers of 
the Rothschild type stood aloof from struggling business concerns 
and were engaged in financing Governments. There was thus a 
sefious gap in the financial system. T]je j>osition and means 
of the existing credit agencies were not at all equal for tbe 
growing needs of commerce and industry. The German credit 
banks stepped into this vacant place. 

The close relations between banks and industry were an 
outcome of the ^peculiar conditions of the country. The banks 
were obliged to concentrate their activities almost wholly uppn 
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industry. They c ould Dot exert any infl uence upon agr icul ture 
b ecause of the Landachafte n. They were shut out f rom small 
trading and com mer cial en terpjriaea. -because o f the rapid dev elop- 
n ymt o f th e co-operative socie ties. If they had in the beginning 
devoted themselves solely to deposit operations, they would not 
have been able to carry on business. Germany in those days 
consisted of poor States where moneys on deposit had little 
scope for circulation. The banks, therefore, had to take upon 
themselves the task of financing the industries of the country/ 
They were, so to speaks born as banks for industry. 



CHAPTER III 

British Banks and the Financing of Industries 1 

The intimate relationship between banks and industry which 
was found in the preceding chapter to be characteristic of the 
Continental banking sytsem is unknown in England. The British 
banks consider that their proper function lies in the provision 
of current finance for industry. Short loans in the form of an 
overdraft or in the form of a separate loan account have been 
readily granted by them. But it has never been their policy 
to furnish the permanent funds required by industries for capital 
expenditure. They finance the purchase of raw materials and 
finished goods but they will not provide the funds foe the 
purchase of plant and machinery. They are, as a rule, 
reluctant to lock up their funds in loans to industrial com- 
panies against debentures or real estate mortgages. 

As the Committee on Finance and Industry have observed, 
British industry in the beginning of its growth bad no reason 
to look forward to banking assistance. In those days, industry 
was carried on a comparatively small scale and on a family basis. 
Capital for industry was mainly furnished out of private re- 
sources and profits were employed to build and expand it. In so 
far as it required banking facilities it found them from the family 
banks which had their headquarters in the provinces where the 
new industries flourished. Besides, there had existed in the 


1 The substance of this chapter woe published in the form of on article in the Modern 
B trine, August, 1981 (raviand and re-written) 
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country for many years a large class of investors with money 
to invest who were not entirely dependent upon banks for the 
selection of their investments but who exercised an independent 
judgment as to what to invest in . 1 These made it unnecessary 
for English banks to.embark uprm industrial ventures like their 
Gorman rivals. It may be recalled that in Germany and other 
countries of the Continent the only institutions in a position to 
satisfy the long-term financial mods of industry were the banks. 
But in England the case was different. When the English 
jointstock banks developed in the middle of the last century, they 
were not the only financial bodies. A capital market had 
already been in existence and its machinery had been developed 
more and more in the course of the following years. Supplies 
from the English capital market had not to provide the fixed capital 
required for industry simply because there were ample opportuni- 
ties for obtaining it elsewhere. Thus the English banks came 
to bq, confined to performing the functions of pure deposit banks 
and left a good deal of other business performed ordinarily by 
Continental banks to specialist institutions in the capital 
market. Deposit banking, unlike Germany, became segregated 
from investment banking. The industries in England are not 
only not dependent upon the bankB but they look upon any inter- 
ference from them as a disgrace and a sign of potential insol- 
vency. In Germany on the other hand, a high degree of control 
was often exercised by the banks over the associated industries. 
In fact, this control was bound up with and largely a sequence of 
the assistance afforded by them. In England such interference 
and control by the banks would never have been tolerated. 

The very constitution of the English banks— the system 
under which they work — has kept them generally aloof from 
industrial financing. They are not at all adapted for that kind 
of business. The whole system is based upon deposits repay- 
able on demand or at short date. The duration of English bank 

1 Report of the Gomtnittoe on Fisonce and Ioduatrj, IP81, and. 8907;* p. IflSL 
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loans has, therefore, to be necessarily short. In Germany and 
indeed in the Continent the cheque system is not so developed 
as in England. The banks there are not faced like their 
English confreres with a large amount of their deposits being 
repayable at a moment’s notice. The English banks, again, 
work with a far smaller amount of share capital and reserves 
than the Continental banks. The paid up capital and resorves 
of the German banks, for example, were 45 of their 
liabilities at one time ; and on the same date the pro- 
portion in England was 9 % l and later even 7 %*.' These 
are funds which are at their own disposal and not at all 
subject to calls by depositors. The Continental banks, having 
less deposits at call and working with larger resources of 
their own, have been able to extend their trading and 
industrial ventures without serious risk to the depositors. 
With enormous liabilities at call and short notice, the watchword 
with the English banks is safety and liquidity and as a rule they 
will not engage in any transactions involving a ‘ lock-up ’ of 
their resources. They have to invest their funds, generally 
speaking, in first class bills having a maturity of not more than 
three months and in gilt-edged securities. They cannot justfi- 
ably and with safety tic up their resources in ventures which, 
however promising, are untried, untested and, therefore, specula- 
tive. There is another point which should also be noted as 
presenting a contrast to the German practice. The English 
banks consider investment banking so far outside their province 
that they will even repudiate responsibility for prospectuses 
under which their name appears. But in the case of Germany 
the general public invest mainly through their banks, and there 
is no chance of issues being successful unless backed by the 
name of one or other of the leading credit or private banks, 
which also accept igsponsibility for their issues.® 

1 H. B. Foxwell, Paper n on Current Finance , p. 103. 

1 The Economist • 18th January, 1930. 

6-1228B 
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The Issue Houses and other Sections of the English Capital 
Market : 

The issue bouses or merchant bankers are an important 
section of the English capital market. But they are directly 
associated with British industries only to an insignificant extent. 
Their chief connections are with Foreign and Colonial Govern- 
ments and municipalities. They are more interested in govern- 
mental and quasi-governmental loans than in industrial flotations 
and in overseas rather than in internal issues.” 1 So far as the 
provision of long-term capital at home is concerned, they prefer 
to deal with municipalities and fight shy of ordinary home indus- 
trial propositions. Many ventures with excellent prospects have 
been laid before them only to be rejected . 2 So far as they assist 
British industries at all, they confine their support only to the 
largest concerns, that is, to those bodies which probably require 
their help in the least. But, as Prof. Clay has rightly observed, 
the great majority of the firms are small and medium sizdd 
concerns, so that, for the greater part of British industry, the 
services of the issue houses are not available. Besides, most of 
the issue houses are at the same time accepting houses. In the 
interests of their acceptance business, they have to keep their 
assets in a highly liquid form. It is never possible for them to 
u nurse ” an issue. They cannot afford to make an issue which 
will not go off but will be left in their hands; and, therefore, 
whatever they take, is taken with the expectation of disposing 
of it as quickly as possible.* 


1 Of. Prof, H. City, *' Their experience end association mike them on the whole more 
interested in new issues of capita) for overteas clients rather than the diversion of the flow 
to the Industrie! provinces of Bn jlaud Lecfc. IV, M Some Aspects of the World Depression/' 
'formal 0 / the Institute 0 / Bankers, February, 1982. 

1 P. Levington, The English Capital Market. 

• Henry Clay. "Some Aspects of the World Depression/’ Loot. lV t Journal^ the 
Institute of Bankers, February, 1989, p/97. / 
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fbr all these reasons, it has been urged that the utility of 
the i«rae bouseB to British industry is not very great . 1 For a 
long time there has been a wide-spread feeling that if they were 
to give more attention to British home industries and the mar- 
keting of their securities, the latter would be highly benefited 
as an adequate supply of capital on reasonable terms would 
then be assured for them . 1 In the present state of depression 
when the financial needs of industry are ail the greater, their 
scope is far more restricted. In consequence of rationalisation 
British industry needs to obtain in the long-period capital 
market a considerable amount of capital. ) he issue bouses, Prof. 
Gregory rightly observed, with their international obligations, 
could hardly be expected to satisfy the growing needs of British 
industry for this long-term capital . 3 

Besides the issue houses, the company promoters, invest- 
ment trusts, financial companies and insurance companies 
are important sections of the capital market which play an 
active part in industrial financing. But it must be frankly 
recognised that these finance houses and investment trust 
companies have neither the standing nor the resources which 
may enable them to approach near enough to the acti- 
vities of the Continental banks in the sphere of industrial 
financing. They have no permanent interest in the welfare of 
their industrial customers. In this connection the ill-fated 
transaction of the Austin Friars Trust, the “ United Steel,” may 
very profitably be compared with the flotation of the “ Vereinigte 
Stahlwerks ” backed by all the leading banks in Germany . 4 As 
regards the facilities offered by the company promoter they are a 
mere makeshift and highly inadequate. “ His methods of opera- 
tion contain within themselves strong tendencies to overvaluation 
and heavy marketing costs.” When a new company is floated 

* Parker Willie end B. EL Beckbeit, Portion Bonking Sgttmt, p 1M0. 

* H 8. Fonroll, Paper* an Currant Pinanct, pp. 128-29. 

* Miamtst ef MoiSa net. Committee oo Finance end Indaetry. Vol. TT, p. WS. 

* r»e Mcmomkt, Men* 1. 1980, p. 460. 
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by a promoter, he is primarily concerned with the ultimate suc- 
Cess of the issue and not with the ultimate earning power of the 
venture. His interest is focussed on the price at which be buys 
from the vendors and at which be sells to the public. 1 

Committee on Financial Facilities for Trade : 

Ever since the Great War, a feeling had been growing in 
England that all was not well with her financial system — that 
there was a serious gap in it. The British banks, as they were 
constituted, could not furnish the means whereby industries could 
effect their necessary extensions and reorganisations, and there 
was hardly any institution which could provide these long-term 
financial facilities. 

The need of rehabilitating British industries after the Great 
War accentuated the feeling and an important Committee of the 
Board of Trade was appointed in 1910 with Lord Faringdon in 
the Chair to investigate the question of financial facilities for 
British industries and the part played by the British banks in 
their provision. The Committee observed in their Report (signed 
August 31, 1916) that the British banks afforded liberal accommo- 
dation to the home producer and the bankers were not shy in 
making advances on the strength of their customers’ known 
ability and integrity and the charges for accommodation were often 
lower than the corresponding charges in foreign countries. 2 But 
they frankly recognised that British manufacturers might often 
be in need of finance of a kind which the jointstock banks with 
their peculiar liabilities could not prudently provide. Hence the 
Committee concluded, “ There is ample room for an institution 
.tehich, while not interfering unduly with the ordinary business 
done by British jointstock banks, by Colonial banks, etc., would 
be able to assist British industries in a manner that is not 

1 F. Lwingtcn, The English Capital Market » p. 213.* 

* Beport of the Board of Trade Committee co Financial Facilities for Trade, 1216, 
od. 6W6, para. 3. 
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possible under existing conditions ” and they recommended tbe 
formation of a new bank to fill the gap. Such an institution, it 
was believed, would assist British industry and manufactures in 
a variety of ways. It would take a leading part in the inception 
of transactions and assist in connection with the machinery of 
overseas business; it would provide the necessary finances for 
extensions of existing plant and amalgamation or co-ordination 
of existing works so as to reduce cost of production; it would 
assist these works to obtain orders abroad and give them reason- 
able financial facilities for executing these. But both in connec- 
tion with enlargement of works and financing of contracts, assist- 
ance should be forthcoming w hen a ' lock-up ’ of capital for an 
indefinite period was not involved. In the case of young men 
with some little means of their own, it would, after careful exa- 
mination of credentials, also grant larger and longer credits 
than had been customary with existing banks. 1 

A concrete scheme for the new institution was put forward 
by the Committee. It was to be called the British Trade Bank 
and to be constituted under Royal Charter. Its chief features, as 
outlined in Para. 24 of the Report, were to be as follows : — 

(1) It should have a capital of £10,000,000, the first issue 
being from £2,500, 0(0 to £5,000,000, upon which in the first 
instance only a small amount should be paid up but which should 
all be called up within a reasonable time. A further issue should 
be made afterwards, if possible at a premium. 

(. ) It should not accept deposits at call or short notice. 

(3) It should only open current accounts for parties 
who were proposing to make use of tbe overseas facilities which 
it would afford. 

(4) It should have a foreign exchange department where 
special facilities might be afforded for dealing with bills in 
foreign currency. 


1 Report of tbe Board of Trede Committee on Fineociel Fecilitiee for Trade, IMS, 
PVee. 5, 8, 16 end 17. 



38 INDUSTRIAL FINANCE IN INDIA 

(5) It should open a credit department for the issue of 
credits to parties at horns and abroad, 

(6) It should enter into banking agency arrangements with 
existing Colonial or British Foreign Banks, whenever they 
would be concluded upon reasonable terms. 

(7) It should be equipped with an up-to-date Information 
Department, which might properly be called a Bureau d’Etudes. 
It would not necessarily deal with schemes in which the institu- 
tion proposed to take financial interests but it might be made a 
centre for investigation of projects, on behalf of others. "One 
of the chief objects of the Bureau would be the organisation and 
keeping up-to-date of returns as to the status of firms abroad.” 
It should obtain the earliest information from abroad about new 
business openings, large contracts offering, State and other loan 
and issue proposals. It would also have to undertake the 
examination of industrial projects, availing itself in this connec- 
tion of the services of the eminent consulting engineers, consult- 
ing chemists, etc. 1 

(8) It should endeavour not to interfere in any business for 
which existing banks and banking houses provided facilities and 
it should try to promote working transactions on joint account 
with other banks and should invite other banks to submit to it 
new transactions, which, owing to length of time, magnitude or 
other reasons, they were not prepared to undertake alone. 

(9) Where desirable, it should co-operate with the mer- 
chant and manufacturer and possibly accep trisks upon joint 
aocouni. 

(10) It should become a centre for syndicate operations^ 
availing itself of the special knowledge which it would possess 
through its Information Bureau. 

* . (11) It sBould receive Government recognition as much as 
possible without coming under Government control. 

* Boport of ti* Board of Trod* Committee ob Fiaoaefel PmUMm for TkiSi lfU, 
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m financial assistance were given by tbe Government to 
undertakings in connection with what were known as v< key" 
industries, the business should, if possible, be done through the 
medium of the Institution, and it should be appointed an agent 
for carrying through foreign, commercial and financial transac- 
tions in which the Government might be interested.' 

In the financial operations of the Institution tbe desirability 
of assisting British trade and of placing with British manufac- 
turers orders in connection with new undertakings was to be 
always borne in mind.* 

The British Trade Corporation : 

The British Trade Corporation was the outcome of these 
recommendations of the Committee. It was established in April, 
1917, with a Royal Charter with a capital of £2 millions and an 
influential board of directors under the governorship of Lord 
Faringdon. According to its charter of incorporation, it was 
established for a term of 60 years for the purpose of carrying on 
the business of trading and banking in any port of the world. 

A considerable misapprehension seems to prevail about the 
functions which the British Trade Corporation was to perform 
in relation to British industries. It has been frequently viewed 
as the first institution to be formed in England with the object 
of providing long-term credits and technical advice to British 
industry through a body of experts, standing in almost tbe same 
relations to national industries as the German banks do in 
Germany. But such a view misunderstands not only tbe rela- 
tions of tbe German banks to industry but also tbe functions that 
the Institution was desired to perform in the industrial field. ^ 
The German banks neither employ a staff of experts to examine 
business propositions nor do they generally furnish anything but 

1 Bapsrt at the Board of Trade Committee oo Fineociel PeeUitiee far Trade, pwi. IS. 

* IM.pmb.SS. 
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financial advice to industries. 1 In ordinary circumstances advice 
in technical matters if considered to be outside their sphere. A 
careful perusal of the Faringdon Committee’s Report gives one 
the impression that the Corporation was designed with the 
primary object of stimulating the export trade of the country 
rather than the development of home industries. The anxiety to 
forestall the enemy countries in any possible attempt to regain 
their lost position in the world of commerce and also to recapture 
from them, if possible, the overseas markets for the purpose of 
British trade, was mainly responsible for the formation of the 
Institution. As regards the provision of long-dated capital, it 
may be recalled that the Committee were desirous to avoid a 
“ lock-up ” of capital for an indefinite period even for the 
necessary enlargement of firms. The subsequent history of the 
Corporation also shows that it made it its concern to provide 
financial accommodation to merchants and traders to execute 
their contracts with foreign countries rather than to home 
industries to effect their extensions and reorganisations. At the 
first Annual meeting held on 31st January, 1918, its Governor 
also expressed a genuine desire to assist the export trade of the 
country by providing financial assistance as far as the means of 
the Corporation would permit. The Corporation, he observed, 
would be particularly anxious to furnish the comm-rcial commu- 
nity with information that might not be readily available from 
other sources ; and it was further hoped that, when business 
would revive, it might be made the pivot upon which important 
syndicates for great industrial developments at home and abroad 
might revolve. Several of the jointstock banks carrying on 
business at home and abroad were among its shareholders and 
the Governor trusted that the scheme of co-operation which made 
the German banks so great a power in the past would be followed 
here also. But the venture did not fulfil expectations. From 

I 8m Ditcussum* with Foreign Expert *— Indian Central Banking Enqniry Committee, 
Vol. IV, pp. U7. 287, 
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the information which is available, it does not appear that the 
Corporation rendered any substantial assistance to home indus- 
tries. Its history was singularly unhappy and although it was 
supposed to have considerable prospects, it ended in a failure. 
It did not help British industry to any appreciable extent to 
tide over its difficulties. 1 

The Corporation failed to achieve its original objects. Tlie 
purposes which were adhered to appear to be as follows* 

(1) Provision of overseas banking facilities where British 
institutions were not active : 

(2) Encouragement of the export trade directly by a closer 
union of banking and commerce than was common in England, 
as for example, by wedding a banking company to its trading 
affiliates : 

(3) Entry into trading fields formerly held by the enemy to 
secure the same for British manufacture. 

To achieve these purposes the following subsidiary companies 
were organised : (1) The Anglo-Brazilian Commerce and Agency 
Co., (2) The Portuguese Trade Corporation (HUH), and (3) The 
Levant Company. But all these ventures proved to be unfortunate 
investments and the sums invested in them had to be written off. 3 
The disordered state of European trade and finance that had follow- 
ed in the wake of the War seriously interfered with its business. 
The subsequent post-war slump dealt it a heavy blow. Losses 
were considerable and its capital of £2,000,000 bad to be reduced 
by one-half. The Corporation was singularly unfortunate. As 
Dr. Robinson has observed, “ Its knuckles were rapped when- 
ever its interests extended in overseas areas for the reason that 


* See Evidence of Mr. Beaumont Pease, Chairman of U*e Lloyds Bank.— 'Commitl*® on 
Finance end Industry, Minute* of Evidence, Vol. I, p. 131. 

* L. B. Robinson, Foreign Credit Facilttie* in the United Kingdom, 1923, |»p* 51-52. 

* *Tbe only toccesofoJ venture appears to be the Trade Indemnity Company foundtd n 
March, 1918. Its stock wet held for the moat part by the Corporation and it aobsequently 
grew to he more important than the parent company. 
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the dramatic ape and downs of world business and the running 
sores of European politics could not be anticipated at the time 
when its far-reaching programme was undertaken to meet an 
existing need." 1 * 

Dr. Walter Deaf, writing a few years later, in 1926, 
remarked with reference to the Corporation that after several 
years of experience it could hardly be claimed that the operations 
of the Company had been so successful as to show that there was 
a real need for it. 2 In the same year the British Trade Corpora- 
tion and the Anglo- Austrian Bank were amalgamated together 
into a new company under the name of the Anglo-International 
Bank. The new bank was registered with a nominal capital of 
£2,000,000 ; the paid-up capital was £1,960,000, of which 610,000 
shares and 750,000 shares of £1 each were issued to the share- 
holders of the Anglo-Austrian Bank and the British Trade Cor- 
poration respectively. 3 But the new Bank could hardly be 
expected to fulfil the high aim with which the British Trade 
Corporation was incorporated, viz., “ the setting up of a new 
tradition in the financing of British trade and industry." That 
experiment definitely failed. 4 

Balfour Committee on Trade and Industry: 

The increased acuteness of international competition for 
overseas markets during the post-war years again brought to a 
bead this question of long-term financial facilities' for British 
industry. Some complaints were made before the Balfour 
Committee on Trade and Industry that adequate means for 
financing long-term credits were not available for British busi- 
ness* It was pointed out that in consequence of the practice of 
the Continental banks to ally themselves closely with industrial 


* 1 L. B. BobioaoDt of>. cii. f pp. 5M9* 
f Walter Leaf, Banking* p. 188. 

1 Tka Sankara* Magaatna* 1896, p. 6 46, 

< Tha Economiat, September 4, 1996, p. 889. 
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*«erprise and to arrange long-period credit*, British manu- 
Itv Aarera of certain classes of capital goods were sorely handi- 
capped owing to the absence of any means for financing long- 

veditKf in respect of their export. Like the Financial 
Farifttie* Committee, the Balfour Committee concluded that 
though the trend of evidence was that there was no lack of 
loanable capital available for the use of British indqstry at 
moderate rates of interest and on reasonable security, yet it 
appeared, from certain complaints made ns to the inadequacy of 
long term financial facilities, that there was a “ gap m the 
machinery available for the financing of industry and they 
recognised that there was a great demand that this existing 
gap in the financial arrangements should be filled. 1 

Committee on Fina^J) and Industry : 

Once again in the peak of the world crisis when England 
was passing through difficult years of industrial stagnation and 
acute unemployment, the old question of the provision of long- 
term financial facilities for British industry was revived, and 
along jvith it, the question of the adequacy of banking assistance 
to industry was also brought to the foreground. The charge was 
made against British banks that their policy of holding back 
advice and financial support was sorely impeding the rationalisa- 
tion and reorganisation of British industry. There was an 
undercurrent of feeling that the banking system was highly un- 
satisfactory in its industrial loans policy and the complaint was 
that it was not adequately ministering to the needs of industry. 
The British basic industries, viz., cotton, wool, coal, iron 
and steel, it was pointed out, were faced with serious difficulties 
as never before, and the question of a reorganisation or amend- 
ment of British banking practice as regards industrial financing 
wa* canvassed in many quarters. 

l fjg,] import of the Committee on Indurtry end Trod*. 1929, pf 41 - 49 . 
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The feeling was so widespread that it engaged the attention 
of the Government of the day. An important Committee was 
appointed in 1929 by the Chancellor of the Exchequer which was to 
investigate among other things the whole question of the relation 
between British banks and industry. The Committee known as 
the Committee on Finance and Industry had the benefit of having 
the Rt. Hon’ble H. P. Macmillan as its Chairman and included 
in its personnel the eminent economists and business men of the 
day. 


British Banks and their Increasing Interest in Industry during 

1922-1930 : 

A year later, in the course of a much-discussed speech to the 
Manchester Chamber of Commerce, Mr. J. H. Thomas, then the 
Lord Privy Seal, announced that the Government had arranged 
with the banks that help should be given to industries which were 
prepared for reorganisation and modernisation. “ The City,” 
said he, “is deeply interested in placing industry on a broad and 
sound basis and is ready to support any plans that in its opinions 
lead to this end. Industries which propose schemes conforming, 
in the opinion of those advising the City, to this requirement will 
receive the most sympathetic consideration and the co-operation 
of the City in working out plans and finding the necessary 
finance.” 1 It was, in effect, an open invitation on behalf of the 
City to business and industry to come forward with real schemes 
of reorganisation and an intimation that the whole forces of 
British finance were for the first time prepared to stand behind 
industry in a forward move. The statement made by the Lord 
Privy Seal was of great significance, inasmuch as he said it 
was made with the authority and knowledge of the City. For, 
did it not indicate that tin British bankers were thinking 0 f 
making a departure from the traditions of British banking prac- 

1 Mr. Thomas's Manchester speech, 10th JanOarj, 1090. 
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tioe in their contemplation to provide relatively long ^redits to 
industries? Indeed even before the historic pronouncement of 
Mr. Thomas was made, the banks of England during the past ten 
difficult years had not been entirely indifferent to the interests of 
industry. In several cases they had large commitments in a 
number of industrial concerns. As a matter of fact they had 
not maintained the same attitude of aloofness from industries in 
the post-war as in the pre-war days, and had considerably relaxed 
the conservative codes of commercial banking practice to whioh 
they were wedded. As Mr. Joseph Sykes has remarked, “The 
sharply crystallised English pre-war practice of making only short- 
term loans has perforce been modified by the exigencies of the 
specific incidence of post-war depression on certain industries.” 1 
In the case of many industries, specially cotton, wool, iron, 
ship-building and engineering the banks found, after the 
collapse of 1920-21, that many of the loans which they had 
granted on the basis of early repayment were “frozen ’’for a 
comparatively long period. The banks were compelled to make 
further advances in order to safeguard the loans they had made 
previously. In an important paper read before the Royal 
Statistical Society, Mr. H. W. Macrosty also pointed out how 
this departure from the normal practice of only short-period 
lending on the part of the banks was the outcome of post-war 
conditions. After the collapse of trade began and during at least 
the greater part of the depression, there was no restriction of 
credit by the banks either in the United Kingdom or in the 
United States. When prices began to fall, the banks found it 
necessary to ‘ carry their debtors ’ in order to prevent an even 
more hideous collapse than what had happened. 2 As Mr. S. E. 

Thomas has'observed in a recent work, “ The British banks 

for some years responded liberally to the demands made upon 
them and afforded an unprecedented degree of financial assistance 

l Joaeph 8yke«, The Present Poeilion of English Joint-Hock Banking, p. U4. 

t Quoted by The Economist, December 25, 1986, p. 11U. 
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to indtigtiy.. ...... .vast sums were advanced- by the banks in the 

hope that the help so given would enable oonoems in which 
they were interested to keep going until an improvement took 

plane in the general economic position of the ^ country 

Indeed they had no choice in the matter.” 1 Many instances may 
be given where the banks had not at all been unsympathetic to 
tbe ills of industry or unresponsive to its needs. They bad not 
only made extended loans to the suffering industries, loans in 
many cases with no certainty to eventual repayment, but in some 
cases they had been obliged to take in hand the financial re- 
construction of enterprises and make considerable monetary sacri- 
fices by reducing their full claims. Indeed as Sir Arthur Salter 
has pointed out, “ In Great Britain where the principle of avoid- 
ing long-term investments has been most insisted upon, the grant 
of renewable* short-term credits to industries which have used 
them for more than genuine working capital purposes and could 
not repay them has at once frozen a substantial part of the nomi- 
nally liquid assets of the banks and given them against their 
will the legal power of control over a large part of industry.” 2 
In many cases the reconstruction and rationalisation schemes 
in connection with certain industries were made possible by 
the action of the joint-stock banks. There was a definite 
effort on their part to overcome the difficulties which faced 
industries suffering from prolonged depression in obtaining 
additional capital for carrying through reorganisation schemes. 2 
Mr. Holland Martin in the course of his Presidential Address 
before the Institute of Bankers in 1931 gave eloquent testi- 
mony to the important part played by some British banks in 
the recent reorganisation of industry and referred to it as “ nurs- 
ing back to health ” a number of ailing concerns. 

As regards the cotton industry, it was pointed out 
by Mr. S. S. Hammersley in the course of a speech before the 

l 8. X. TbomM, British Banks and the Finance of Industry, p. 141. 

* A. Mtor* Bsesasrf, p. 96. 

* Whs Timas, Trade and Bnghmrin§ Supplmsnt, Bttktef Numb**, 98b laa* 1980. \ 
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Jp pee of Commons in December, 1927, (bat there were 200 
eptfon mills in the bands of the banks. They had lent something 
Ike £15 millions to these concerns and a large portion of this 
money was unsecured. 1 In the course of a paper read before 
the Boyal Statistical Society, Prof. Daniels and Mr. Jcwkes also 
pointed out that the banks played an important part in financing 
a large proportion of the refloated companies in the Lancashire 
cotton industry. The refloatation of 129 companies was largely 
financed by overdrafts and loans. 2 

The coal, iron and steel industries were not neglected and 
in some reorganisation schemes the banks took a lending part. 
The fusions between Dorman Long and Bolekow Vaughan and 
between Guest Keen and Nettleford and Baldwins were due to 
the action of the joint-stock banks. The formation of the Steel 
Industries of Great Britain, Ltd., and of the *English Steel 
Corporation also would not have been possible without their 
help.® A perusal of the annual speeches of the bank chairmen 
during the past few years • will also bring out the fact that the 
financial stake of British banks in industries was not small. In 
the course of one such speech the Chairman of the Lloyds Bank 
stated that his bank granted new loans to the amount of .€44 
millions to 32 different industries between June, 1924 and June, 
1925/ The analysis which Mr. McKenna gave of the Midland 
Bank’s percentage distribution of advances in 1928 indicates 
the amount of assistance rendered by the bank to industry. 


* Speech of Mr. 8. S. H«mmer«ley, 19th Deoember, 1997,-Perlien.enteiy 0*bet*e„ 

Vol 10, pp. 87-99. , „ , , . .. 

* “ The Post-War Depression in the Lancashire Cotton Industry Journal of the 

JUyel 8toii*tical Society, Vol. XCJ, 192*, pp. 176-79. 
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69% of its advances went to trade and industry while 16f % only 
went to Insurance, Finance and Stock Exchange. 1 The leading 
bankers of the country in the course of their evidence before the 
Macmillan Committee also pointed out the large extent to which 
they had extended their assistance to British industry; and that 
in many cases such assistance was not of the character of 
temporary accommodation. Mr. F. C. Goodenough, Chairman 
of the Barclays Bank, admitted that many of the loans to the 
cotton industry were not liquid. 2 The power of the bank, he 
observed, had been strained in helping industries. Mr. Frederick 
Hyde, Managing Director of the Midland Bank, stated that the 
loans to the cotton industry continued much longer than they 
were intended when they had first started. The same thing 
happened with the ship-building and steel industries, though on 
a much smaller scale.* Mr. J. W. Beaumont Pease, Chairman 
of the Lloyds Bank, remarked that the Bank bad some loans 
tied up in the heavy industries at the time. In shipping and 
ship-building the percentage of the . bank’s total advances was 
2’49%. In the iron and steel industry also there was a small 
proportion of frozen loans. The bank assisted in a number of 
reorganisation schemes for industry and as a result bad to do 
many things which according to banking principles it would 
never have done de novo. In some cases it even became an 
actual shareholder. In one instance the bank agreed to accept, 
in place of its debt which was covered by the debentures, half 
in income-debenture stock and half in preference shares. The 
large holding of preference shares turned the bank into a share- 
holder in the concern to that extent. 4 

Not to speak of the joint-stock banks, even the Bank of 
England has grown alive to the needs of the sorely stricken 
British industries. As Sir Ernest Musgrave Harvey, the Deputy 

1 Speeoh of Mr. McKenna at the Annual Meeting, 1029. 

t Minute* of Evidonct, Committee on Finance end Industry, Vol. I, p. 80. 

* m..p. 68 . 

4 Minute* of Evidence , Committee on Finance and Industry, Vol. I, pp. 181-92. 
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plover nor of the Bank, observed in the bourse of his evidence 
before the Macmillan Committee, "For a long time past the 
Bint has been trying to discharge its part, as a special operation 
in these difficult times, to assist industry." Various industries 
approached the Bank through different channels and in many 
instances she has freely given the aid and advice which have 
been sought from her. Indeed the association of the country's 
Central Bank with certain schemes of industrial reorganisation 
is unprecedented in the banking history of England and is 
assuredly an extension of her functions which requires careful 
consideration. The Lancashire Cotton Corporation, an ambi- 
tious scheme for bringing about reorganisation in the American 
Section of the Lancashire Cotton industry, was the outcome of 
the initiative of the Governor of the Bank of England and had 
the direct financial support of the Bank. The part played by 
the Bank of England in particular and by the banks fn general 
who were the largest creditors in bringing the scheme within the 
realms of practicability has been very important. In fact the 
preliminary investigations could not have been brought to a 
successful completion without the advice and help afforded by 
the Central Bank. 1 Coming to individual concerns, the Bank 
rendered unselfish assistance to the armament firm of Armstrong 
& Co., Ltd., and the steel firm of William Beardmore & Co., 
Ltd., in their reorganisation schemes/ The Bank of England 
had its own technical advisers, there were representatives of the 
comp ani es, there were representatives of the banks interested, 
a nd a scheme was devised as the result of discussions among all 
these. 

The Securities Management Trust (1920) : 

Towards the close of 1929, the Bank of England formed a 
subsidiary company, called the Securities Management Trust, 


* The StatUt, February 2, 1939, p. 176. , -. . 

* Evidence of Sir R. M. H* * mj. K.B.E., Deputy Gowroor of tbo Book of Koghad. 

be fore ifacmillan Committee.— Win"*** °t Bvidence, Vol. I, pp. s3 " &8 - 

7— 128SB 
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tlwrentire capital in which was held’by the Bank. The principal 
object of the Trust was to assist the process of. rationalisation 
and reconstruction in industry. As Sir Ernest Harvey stated in 
the course of his evidence before the Macmillan Committee, 
“ The objects of the. Securities Management Trust are to advise 
industries, to examine schemes for rationalisation, reorganisa- 
tion, etc., to advise where schemes may be unsound if we do 
think so, to the extent to which it is legitimate for us to do so, 
to provide in some cases some of the initial money, to ensure 
that schemes are of such a nature as to justify appeals for 
financial assistance in other quarters ” — the intention always 
being to get these industries in a position in which they could 
appeal to investment credit. The distressed industries seeking 
help must first put their own house in order. The Company 
will not provide its own money or ask the investing public 
to do so* in order “to bolster up any industry which 
in the absence of adequate reorganisation is in itself obsolete 
and inefficient or uneconomical and which has no chance of 
meeting on a proper competitive basis the competition of new 
and reorganized industries in foreign countries .” 1 * The Board 
of Directors is composed of business experts so that it may have 
the very best guidance with regard to industrial conditions and 
when occasion arises may have the proper machinery for exa- 
mining the merits of particular schemes of industrial rationalisa- 
tion which may require special financial support. The direction 
of the Trust’s economic research was undertaken by Prof. 
Henry Clay. Sir Charles Bruce Gardner, who had a long 
experience of iron, steel and kindred industries, was appointed 
Managing Director . 3 When schemes are brought before the 
.Company, they are at first examined by the directors who are 
the experts. They are then put up before the full directorate 
including the Governor and other representatives of the Cou*t 

f 

i Minute* of Evidence, Committee on Finance end Indue try, Vol. I, p. 69. 

* The Banker*' Magatine, 1930, p. 789. 
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if the Bank. Thus it is made sure that the schemes are 
financially sound and their capital position is not saddled with 
prior charges. It is only then that the Court may find for them 
moderate amounts of initial cash. The sympathy and support 
of various financial circles have also been enlisted in this con- 
nection. It is never intended' that the Bank will continue to 
exercise its parental control and guidance over the industry 
permanently. As soon as the industry has been put on its feet 
aDd can feel assured that it can fairly appeal to the investing 
public, the Bank will withdraw and secure the release of its 
money so that the same may be made available, if necessary, 
for the help of other industries. The industry, on the other 
hand, free from the Bank’s supervision, will go back to its 
ordinary management and seek its finance from the ordinary 
sources. The idea behind the whole scheme is “ to bridge the 
gap when the investing public will not take up an industry which 
is in a distressed condition.” 

The S. M. T. serves a useful purpose and has already 
become an intelligence department. Since its inception it has 
played a leading part in implementing and financing two 
important industrial rationalisation schemes, vjz.,|thc Lancashire 
Steel Trust and the Wigan Coal Corporation. In the case of 
the former it took over the whole of the £500,000 ‘ B ’ ordinary 
shares. 


The Bankers Industrial Development Company (1030 ) : 

The establishment of the S. M. T. was followed, in April, 
1930, by the creation of the Bankers Industrial Development 
Company with the Governor of the Bank of England as 
Chairman. It is a private company having a nominal capital 
of £6,000,000 divided into two classes of shares, 45 ‘ A ’ and 
15* ‘B’ shares of £100,000 each. £4,500,000 have been 

subscribed by practically all the leading De P° 8it B *" ks ar T 
Merchant Bankers and Finance Houses and £l,u00,000 by the 
Bank of England. The capital cannot be called up to the 
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extent of more than 25% except in the event of liquidation and 
the whole of the £1,500,000 subscribed by the Bank of England 
has to be paid up before the rest of the subscribers can be called 
upon to pay anything in excess of that 25% ? The general 
objects of the B. I. D. may be described as having to investigate 
and advise on all' manner of financial, economic and industrial 
questions, to aid in the formation and carrying into effect of 
schemes and arrangements relating to the financing, development, 
co-operation, amalgamation, reconstruction or reorganisation of 
firms, companies and businesses of all kinds. 2 In practice its 
main function is to encourage schemes for the rationalisation of 
British basic industries when brought forward from within the 
industry. 8 The B. I. D. subjects every scheme of rationalisa- 
tion it receives to a thorough and careful investigation from 
all points of view. It proceeds very cautiously, always taking 
account of the fact that money found for rationalisation in one 
place might have injurious repurcussions somewhere else. It 
frequently invites, as it did in the case of the steel industry, 
representatives of the trade in which the reorganisation is to 
take place, from the various districts, to participate in discussions 
with a view to clearing away difficulties and evolving useful lines 
on which the rationalisation should occur. When after a minute 
investigation the position and possibilities of the proposition have 
been carefully assessed, and it has been found to deserve the 
support of the B. I. D. it then tries to construct a security 
which it can offer to the public with its backing. In the case 
of such an approved scheme, however, it will not provide the 
necessary finances itself. It has not been constituted as an 
Industrial Bank with immense resources of its own for invest- 

1 Evidence of Sir Gay Granst.— Committee on Finance and Industry, Minutes of Evidence, 
VoL n, p. 2288. The board of directors of the B. I. D. consist of (e) Baron Schroder of 
Schroders, (b) Mr. Peacock i t Barings, (c) Mr. Wagg of H. Wagg & Co., (d) Sir Charles 
Bruce Gardner, (e) Sir Gnj Granet. 

* Letter to the writer from Sir Charles Bruce Gardner, a director of the B. L D., dated 
the Slab' January, 1986. 

j the Times, Trade end Engineering Supplement Frcking Pecth n, Jone, 1M0. 
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Mttnt m approved industrial coucerns. The promotion of 
fationalisation schemes or their direct financing is not its 
business. It makes arrangements for the provision of the 
necessary finances through the existing agencies, obtaining all 
the new capital for industrial reorganisation through the ordiuary 
investment channels . 1 Its functions are essentially those of an 
intermediary between industry and the capital market. Here 
again it is never intended that the B. I. D. should find the 
money recklessly or take the risk wholly, leaving the company 
without any responsibility at all. As regards the staff of experts 
necessary to examine the schemes of rationalisation that may 
be submitted to it, it entirely depends on the number and 
variety of the schemes considered and arrangements are made 
by the Bank as it thinks necessary from lime to time. Although 
financial guarantee has not yet been contemplated by the B. I. D„ 
it is apparent from the tenor of Sir Guy Granet’s evidence before 
the Committee on Finance and Industry that it is not entirely 
precluded . 2 

The B. I. D. necessarily deals with big propositions. They 
have got to be schemes of rationalisation and even these will, 
under the Charter, relate to basic industries. Here again the 
initiative is never taken by it but comes from the indu-tiy 
itself. “ It would be a dreadful thing,” said Sir Guy, “ if 
industry thought that here was a body of bankers and economists 
who were going to tell industry how they ought to lx; 
organized.” Although in strict theory, it cannot do anything 
except receive a scheme which is submitted to it, as a matter 
of fact, it has to do a good deal of work by conversation and 
intercourse. Nothing is suggested initially by the B. I. D. but 
things are frequently discussed before they come up to it in the 
forth of a scheme. 


* Ths Bamomirt, April 1», 1930, P- 875. 

1 Bvideoe# of Sir Guy Granct.— Committee on 


Finance end Indoeiry. Vol. II. pp. 988-89. 
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The B. I. D. is a unique body representative not only of 
every important bank and issuing house in the country but even 
of the Bank of England. It has been truly characterized as a 
national consortium of British bankers, “ a partnership between 
the Bank of England and the leading Houses of the City formed 
to make available for British industry the amplest resources of 
the nation.” 1 It was formed at the first instance for 5 years 
and its existence was extended in 1935 for a further five years, 
namely, until the 31st March, 1940. 2 * * * * * It has made a good start 
and at the stage seems destined to play an important role in the 
reorganisation of British industry. A number of capital issues 
have already been made under its aegis. As examples of various 
schemes for which the B. I. D. has assisted in providing finance 
either by a public issue or by private arrangement, the following 
may be mentioned 8 : — 

1. The Lancashire Cotton Corporation ... £2,000, 0G0 

2. National Shipbuilders’ Security ... ... £1,000,000 

8. Stewarts and Lloyds, Ltd. (Corby scheme) ... £3,300,000 

4. Quest Keen Baldwins, Ltd. (Cardiff scheme) ... £2,032,000 

5. Partington Iron and Steel, Wigan Coal and 

. Iron, Messrs. Pearson and Knowles, and 
Messrs. Ryland Brothers ... ... £1,750,000 

6. Dorman Long & Co., Ltd., the South 

Durham Steel and Iron & Co., Ltd., 
and the Cargo Fleet Iron Co., Ltd , 
merger ... ... ... £2,500,000 

It must, however, be pointed out that the B. I. D. has to 
work under certain limitations. Its scope is rather restricted. 
It has adopted as one of its guiding principles that a scheme must 
relate to an industry or a complete section of it and not an indi- 
vidual enterprise. But a large portion of the industrial under- 
takings of the country are comprised of businesses of moderate 

1 6. E. Thomas. British Banks and the Finance of Industry , p. 150. 

* Letter to the writer from the Secretary, Bankers Industrial Development Company# 

dated May 10, 19 

1 The Statist , December 2*2, 1932, p. 968; The Bconomiet , December 22, 1932, p. 1190. 

It has recently assisted in the finance of the following schemes 

(1) . The Spindles Board— £2,000,000 ; (2) The New J arrow Steel Co., Ltd.— JBl, 000, 000 ; 

(8) John Summer* & Sons# Ltd.— ,288,185. 
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site which are in need of capital re-equipment and general 
overhauling. They are not sufficiently known to make a direct 
appeal to the market with prospects of success. The B. I. D. 
will not be of any help to them. 1 * Again, the Institution is not 
in a position to perform one of the main functions of an ordinary 
issuing house, viz., to support its issues in the market after their 
appearance. It is more akin to a bank than an issuing house, 
able to give guarantees, to spread its risks and to support its 
offspring. In this connection the fate of the debentures issued 
by the Lancashire Cotton Corporation may lie recalled. They 
were at first quoted at a heavy discount. Besides, prosjierous 
industries are neither entitled nor arc they willing to apply for 
help to the B. I. D. which entertains applications for assistance 
solely from distressed industries as a whole — applications, it should 
be remembered, made on the initiative of such industries. 3 

As early as 1930, Mr. S. S. Ilaramersley, M.I\, charged 
the B. I. D. with pursuing a policy of reconstructing industry 
through the weakest units, a policy which would lead to what 
he called aggregation of financial “ lame ducks.” !l But it will 
not be quite correct to say that the B. 1. 1). has failed to fulfil 
the purpose for which it was created. It has in a large measure 
achieved a part of its object and may generally be said to have 
justified its existence. Sir Guy Oranet assured the Macmillan 
Committee that it had done a great deal of good and really useful 
work. The advantage of the B. I. D. appears to consist in the 
fact that it has to assume risks which an ordinary issuing house 
cannot afford to do. A private issuing house will not issue a 
debenture on a new prospect. But the B. I. D. has to issue or 
find money for something which is based to a certain extent on 
estimates of what is going to happen in the future. It has got 
to issue securities which, although in its opinion quite good and 


i The Banker, April, 1981, p. 12. 

* The Banker, July, 1031, p. 19. 

i The Economist, September 27, 1930 
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beneficial to industry, are such as a private issuing house cannot 
afford to issue. But the public has this assurance that, though 
the risks are of a character which an ordinary issue house would 
not put on the market, yet the scheme is one which bears the 
imprimatur, the hall mark of approval of a responsible body and 
put forward on their responsibility, if not on their guarantee . 1 
Complaints have been made in some quarters that since its 
inception the Company has done comparatively little and has 
made only a very few issues . 2 But it is apt to be forgotten 
that it has got to proceed very cautiously. It has to conduct 
elaborate investigations into the details of the schemes presented 
to it for examination, the primary consideration always being to 
find out whether the grouping is going to effect substantial 
economies in production. All this must take a good deal of time 
to investigate and check properly. It has not a whole group of 
experts who can be employed to examine three or four schemes 
simultaneously. Sir Guy rightly observed, “ I do not think we 
can go ahead and produce a scheme a week. The more one 
goes into it, the more one finds that it is really necessary to act 
slowly.” As regards the charge that the scope of the B. I. D. 
is limited to very large schemes of rationalisation relating solely 
to basic industries, we have the assurance from Sir Guy that in 
case of a scheme being considered to be beneficial to industry, 
he would not care whether it was a basic industry or not. The 
influence of the B. I. I>. in the industrial field must not, however, 
be placed too high. The authorities of the Company do not 
themselves claim that it will act as a panacea for all the industrial 
ills of the country. 

From the preceding discussion it is abundantly clear that in 
recent times the British joint-stock banks and even the Bank of 
England have associated themselves with industries in a manner 

1 Evidence of Sir Guy Gmoet.— Committee on Finance and Industry* Minutm of 
Jtautotce, Vol II. 

* See The Bankof, April and July, 1951, p. 290. 
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^ don® never before. Tbeir attitude towards industry 
appears to have been considerably modified. The frequent 
charges levelled against them that their attitude to industry is 
“ unduly rigid, unsympathetic and detached ” can no longer be 
strictly maintained. During the decade 1920-30 we have seen 
above that the commitments of the British banks in national 
industries have not beeu small. Bank chairmen, in their annual 
speeches of 1929 and 1930, pointed out tint the finanei.il help 
rendered by the banks in connection with riitionalisitum schemes 
had brought them near to “ saturation point ” and that they could 
not wisely extend their commitments further in that direction. ' 
Indeed the banks entered the industrial field in such a 
manner that they have been accused of deviating from the 
recognised canons of commercial banking. In some quarters 
a feeling is even evident tint if the hankers are to he criticised 
for their attitude towards industry during the pa->t few years, 
it will be for their t»o great a reulmess to stand by industry 
in the matter of hanking facilities.' Mr. C. T. A. Saad, 
Asst. General Manager of the Midland Bmk, maintained in 
a recent speech in defence of bulking in relation to industry 
that banks erred on the side of giving too much credit rather 
than too little/ 

The receut trend in British hanking practice must not, 
however, be interpreted as a deliberate departure from the 
pre-war traditions of English deposit hulking. It will he 
misleading to say, as is often observed, that the British hanks 
are approximating in any way to the pre-war German hanks 
just as the post-war German banks are becoming akin to the 
English deposit banks as they stood belore the War.' 

The orthodoxy of British banking remains unshaken and 
unbroken. There is ample evidence to indicate that the hank 

1 Cf. Um Presidential Address of the Hon’ble Rupert Backrtuf Man' heater »nd Dutrict 
Banket* Inatitoto on 10th January, 1930. 

* The Bankin' Magazine, February, 1980, p. 166. 

* Quoted in the Bankers' Magazine, July, 1934, p. SO. 

4 See Parker Willi* k B. H. Beckhart. Foreign Banking Sgeltmt, |> M. 

8— 12-3B 



68 INDUSTRIAL FINANCE IN INDIA 

chairmen consider such extension of British banking activity 
as an infringement of the pure theory of banking and would 
not under any circumstances approve of it even though it were 
advantageous for industry. While they repudiate the suggestion 
that banking assistance to industry has been insufficient, they 
have emphatically pointed out that it is not the function of 
banks to find the permanent funds required for capital 
expenditure. A perusal of the recent annual speeches of the 
Chairmen of the Big Five shows that they are still clinging to 
the traditional views of British banks being essentially 
receivers of short-term deposits and makers of short-term loans. 
Mr. Beaumont Pease of the Lloyds Bank, Mr. Goodenough 
of the Barclays and Sir Harry Goschen of the National 
Provincial specially emphasized in their recent addresses that 
the functions of the English joint-stock banks had always 
been to provide money for the current needs of industry and 
they viewed with alarm any change in their policy which 
would lock up their resources in machinery, bricks and mortar. 
They stressed the point that the banks had neither the necessary 
detailed knowledge of the conditions of an industry as a whole 
nor were they sufficiently acquainted with the technicalities 
and hence they could never be advised to embark on a policy 
of industrial financing. The main tenor of the evidence of 
the prominent bankers before the Committee on Finance and 
Industry was also to the same effect. Mr. Goodenough thought 
it extremely undesirable that British banks should act in the 
manner of German banks and issue long-term loans for British 
industry. “ It would militate against the liquidity of the 
banks .” 1 Mr. Beaumont Pease regarded the recent extension 
of the activities of the British banks as definitely a departure 
from the pure theory of banking which was forced upon them 
by the exigencies of the moment, and he believed that develop- 
ments of that kind would be wholly inappropriate for banking 


1 Committee on Finance and Industry, MtnuU * of Evidence, Vol. I, p. 89. 
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institutions . 1 Not only the chairmen of the joint-stock banks but 
the Governor of the Bank of England also consider that the 
cultivation of any relations with industry on the lines of the 
German banks or of the American security affiliates is wholly 
unsuited to British tradition, mentality and capacity.* The 
British bankers are averse to the granting of credits for a period 
longer than a year, for such would be of the nature of permanent- 
capital. It must also be noted in this connection that whenever 
the banks have been obliged to lend for comparatively long 
periods to industry, they have made it clear that cither such 
loans were not considerable or that they were forced by circum- 
stances to make them absolutely against their will. Thus 
there is not the shadow of evidence to prove that the bankers 
are in any way inclined to modify their traditional views as 
to the functions of British banks and reconsider their posi- 
tion with regard to industry. The function of safeguarding 
the depositors’ money by scrupulously keeping the assets in 
a liquid form was and still is the first consideration with 
British banks . 11 Mr. Thomas had declared in his Manchester 
speech that the banks were in agreement with him as regards 
long-term assistance of industries. But there does not appear 
to be any indication that they are equipping themselves for 
that task. In order to do that, without immobilising the funds 
held by them as deposits, substantial increases in their capital 
are necessary. But there is no sign as yet that the hanks arc 
considering a move in that direction. The fact that British 
banks have remained invulnerable in the recent crisis while 

> See Mr. Pease's replies to the Chairman's question*. -Committee oo Finance and 
Iodostry, Minutes of Evidence , Vol. I, p. 132. 

s Evidence of Mr. M. Norman.— Committee on Finance and Induatry, Mi«utei of 

Evidence , Vo). II, p. 205. 

3 Cf. “ Our deposits are repayable on demand at short notice, our advance* most he 
arranged oo the same conditions. In making an advance we must be reasonably confident 
that tha transaction will be self-liquidating in a comparatively abort period or alternatively 
that the amount advanced will be forthcoming with reasonable promptitude in the event of a 
demand for repayment being made.” (Speech of Mr. W. Take, Chairmen of tbe Barclays 
Bank, January, 1086 .) 
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banks in very few countries have been able to escape unscathed 
from its effect. s has tended to strengthen the position taken up by 
the British bankers. The hist ary of foreign banking has been most 
unhappy during the years of the crisis. Misfortunes have over- 
taken a great many of them while not a tremor has shaken British 
banks, not a whisper of attack has been made against them. 

The relations of the Bank of England with the S. M. T. 
and the B. I. D. must be carefully considered in this connection. 
The association of the country’s Central Bank with industry 
through these subsidiaries has given rise to a good deal of 
discussion. It has been urged that it should never be the 
function of a Central Bank to associate itself with industry in any 
manner. But the relations have really been misunderstood. 
The authorities of the Bank made it clear to the Macmillan 
Committee that ordinarily it was never the duty of Central Banks 
to finance industry directly. But “ desperate diseases,” as 
Sir Ernest Harvey, the Deputy Governor of the Bank, aptly 
remarked, “ require drastic remedies.” 1 As regards theS.M.T., 
the Bank of England, owing to the abnormal conditions, came 
to be possessed of certain securities for particular purposes. This 
business was not a part of the Central Bank’s normal duty and 
hence the S. M. T. was formed to take it over and conduct it in 
another building. It can be viewed only as a temporary or 
industrial adjunct of the Bank; it will not continue to be a 
permanent organisation. The B. I. D. also, as Mr. Montagu 
Norman, the Governor himself, put it, was an abnormal effort for 
an abnormal occasion — a step of an unusual character prompted 
for the general welfare of the country with a desire to give a 
helping hand, and absolutely unnecessary in normal times. The 
initiative was taken by the Bank as there was nobody else to 
take it and as a matter of fact the B. I. D. was not associated 
with the Bank in any real degree. * 

1 Evidence of Sir Ernest Mnsgrave Harvey, K.B.E.— Committee on Finaiifee end 
Industry, Minutes 0 / Evidence, Vo]. I, p. 52. 

* Minutes of Evidence, Committee on Finance and Industry, Vol. II, pp. 1)8449. 
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The bankers are not only reluctant to relax their conservative 
codes of banking practice in regard to industry but also appear 
to believe that there is uo gap in the financial system. The 
banking view is that industries generally do not find any difficulty 
in getting their money even for long-period purposes. Sound 
business propositions are seldom unable to obtain the assistance 
they require or desire. There is no need for presiding a special 
mechanism for long-period industrial issues. The mechanism 
is already there and functions well — was the emphatic declaration 
of Sir Guy Granet before the Macmillan Committee." Mr. 
Montagu Norman also believes that industry depends on the 
issue house only for a fraction of its requirements. The mass of 
money in industry is really found through the brokers whose 
capacity for finding money is very big indeed. Existing agencies 
in the opinions of both of them are quite sufficient for normal 
times. Sir W. H. Goschen, Chairman of the National Provin- 
cial, also thinks that the existing facilities for long-period loans 
for British industries are not inadequate and even in the case of 
the smaller industries, if these are good propositions, opportuni- 
ties for getting floatation facilities arc not lacking. Ho believes 
that there are institutions in London which arc prepared to lend 
to small industries. He does not agree that industry lias ever 
been unjustifiably refused money that was necessary. 1 

But the industrial point of view is that though the hanks 
services have been reasonably satisfactory to industry according 
to their constitution and the conditions under which they operate, 
they are insufficient. There is a widespread feeling that it is 
necessary to call into being an additional specialised institution 
to assist industry with its requirements of finance of a character 
which the ordinary banks are unable to provide. 1 here* is a gap 
which has to be bridged. It is very difficult to obtain money for 
many useful enterprises through any of the existing agcueics. 
A new channel is wanted— something in between the ordinary 

1 Minute* of Evidence, Committee on Finance and Induatry, X ol. I. p. 
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issue bouses and ordinary banks — a means for providing the 
appropriate mechanism for long-period industrial issues. There 
was ample evidence before the Macmillan Committee to indicate 
that small and medium-sized industries laboured under great 
difficulties to raise this long-dated capital. Big public companies 
can obtain their required finance by a public issue but a small 
manufacturer engaged in a new type of industry is frequently 
handicapped for want of capital. Whenever he tries to raise 
money, he finds that his application receives no response from the 
lenders. They consider his particular business as untried and 
speculative and for that very reason are reluctant to risk their 
money in such enterprises. The requirements of the small and 
medium-sized industries are not considerable, they rarely exceed 
£ 10,000. A business proposition of ,£5,000, £10,000 or even 
£100,000 is not sufficiently attractive for the financial houses or 
investment trusts. Small propositions are turned down by the 
financial houses as they will not justify the expenses. The 
investment trusts are also not interested in them as they will 
have no free market and would require continuous and dose 
watching. No banks will ordinarily lend such an amount 
involving a lock-up for more than a year. Hence the capital has 
generally to be placed privately. That is not only a lengthy 
business but has also unsatisfactory results. 

But in the present conditions of the declining export trade 
of British primary industries, the smaller industries are precisely 
those to which all possible assistance should be extended. 
There is an evergrowing overseas market for their products. The 
Committee on Finance and Industry frankly recognised in their 
Bcport the difficulties confronting the small and medium industries 
and believed that there was really a gap in the financial 
machinery. They stressed the necessity of forming a special 
institution which would devote itself particularly to the smaller 
industrial and commercial issues and suggested the lines on 
which it might be evolved. 1 

1 Report of the Committee on Finance an* Industry, cmd. 8897 (1981), p. 174. 
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Ever since the Macmillan Committee drew attention to the 
existence of this gap and suggested the formation of a special 
company to devote itself to smaller commercial and industrial 
issues, their observations have been the subject-matter of 
prolonged discussion. There is a kind of widely held impression 
doubting the power of the City ih the development of the country 
and the bankers for some time past have been endeavouring to 
remove that impression by initiating discussions among them- 
selves in order to devise a new and satisfactory machinery for 
meeting the needs of the small and medium-sized industry. A 
number of ideas have already been put forward for carrying such 
a scheme into effect. The first hint was given by Mr. Beaumont 
Pease, Chairman of the Lloyds Bank, in the Toth ordinary general 
meeting of the shareholders held on February 1, 11);}.’}. He 
appreciated the need for such an institution and stated in the 
course of his address that steps for its formation were being 
taken. “ I agree,” said he, “ that some organisation for pro- 
viding finance for intermediate loans of moderate means and for 
comparatively short periods which would fill the gap between 
ordinary banking loans and those for a longer duration 
and for larger sums would be a desirable addition to our financial 
machinery. Steps for the formation of such an organisation 
should be and, I may say* are being taken.” 

Credit for Industry, Lid. (1034 ) : 

Of the many schemes devoted in aid of the small industrial- 
ists, the one that has ultimately come to hold the field is the 
Credit for Industry , Ltd. 1 ' Jt was launched in March, 1 1)514, 
under the aegis of the United Dominions Trust, of which the Bank 
of England had become the largest shareholder by the acquisition, 
in 1930, of 250,000 4 B ’ shares of £1 each. The new Company 
has aroused the greatest interest inasmuch as it is the first 

* I am Indebted to Mr. A. C. Uren, Manager, Credit for Indoulry. I-'d., for fame 
useful literature cor ceruiog the Couapftoy. 
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company of its kind, specializing in the provision of capital for 
plant and other purposes for the small and medium-sized 
businesses, which could not, by reason of their size, economically 
satisfy their requirements through the issuing houses. 1 The 
initial capital of £250,000 has been furnished by its sponsor the 
U. D. T. and will be increased from time . to time as required. 
Additional finance will be raised by the Company’s borrowings 
from banks and other sources and by the issues of debentures 
or short-dated securities. Its particular interest will be in the 
small and medium-sized industries but it will be prepared to 
provide credit for all types of industry. The financial facilities 
granted by the Company will be of a more permanent nature ns 
distinct frdm the temporary accommodation of the banks. The 
maximum amount that can be advanced has been limited to 
£50,000 and .will be for periods running from 2 to 20 years. 2 * * * * * 
The loans will be repaid at an agreed rate over an agreed period. 
Though the loans will be for a fixed period, the borrower will 
have the right to repay the loan at any time within the period 
fixed. No loan will be made unless the borrower’s bank is in 
general agreement that the loan will benefit the concern and 
unless also the bank at the same time is willing to continue 
its ordinary banking overdraft facilities according to the require- 
ments of the business. 8 No loan will be granted merely for the 
purpose of repaying an old loan ; nor will auy assistance be 
given which will have the mere effect of increasing imports into 
the country. During tbe currency of the loan the assets of the 
borrowing concern will be charged by a simple charge or mort- 
gage in favour of the “ Credit for Industry, Ltd.,” at least to 

1 It was constituted with a strong Board of Directors with Mr. J. Gibson Garviee 

as Qh*irman. The other members were Mr. R. B. Pearson, Mr. C. Brace Gardner 

(Director of the B. I. D. & Mang. Director, S. M. T.) # Gept. C. £. Benson, D.8.O., and 

Mr. D. Gsnnichael, M.A., LL.B. 

I Th$ Economist. Banking Supplement, May 12, 1284, p. 6. 

s '•» The Company has no intention of usurping the functions of the ordinary banks. The 

facilities to be granted ere supplementary and complementary.** (Money /or Industry , % 

brief review of tbe function* of the O, P. I., Lid. , Regis House, London 1 $ 
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tk# extent of the loan. 1 The annual interest on the loans for the 
time being will generally be from 4f%; to 6%; according to the 
rirtumstances of the case. Apart from interest, there will bo 
no extra charges except actual legal or other costs incurred in 
connection with the making of the loan. It will not participate 
in the profits of its borrowers nor will it accept, as any part of 
its reward, the issue of bonus shares. The Company will not 
finance new inventions or the acquisition of existing businesses. 
It is a lending rather than an investing institution. Its real 
‘purpose is to assist the further development of such enterprises 
as have already succeeded in building up a business to a certain 
point and provide the finance to make the development possible. 
Such concerns must have a satisfactory trading record for a 
number of years and mu*t be at the time of assistance well* 
managed and in a sound financial position. A reasonable super- 
vision will be exercised over the actions and methods of the 
borrowing enterprises but there will be no interference whatever 
and no attempt at control so long as a concern is being fairly 
well conducted. 2 The undertaking is in the nature of a very 
interesting experiment and its activities will be carefully followed 
in more than one country. Even the Chancellor of the Exchequer 
observed in a recent speech that its further progress would be 
watched u by us not only with sympathy but with earnest desire 
that it would Bucceed in filling what was undoubtedly a gap 


* The security may take the form of s debenture in the case of a limited company or a 
mortgage on real or heritable property. Other types of security rosy also be considered. 

* •' The Company will not interfere with the control of any borrower’s business except 
in the event of default on the part of a borrower or of his getting into financial difficulties. 
The Company's purpose ia to provide finance — not to engage in industry. Loans will not be 
granted tor the purpose of resuscitating derelict or bankrupt concerns. It is not the function 
of the Company to provide the money to start some one in business. Its purpose is to aid 
those already engaged la business who can show that they can improve their position with 
the help of additional liquid resources. The Company will not take shares in any borrowing 
«onearp. M (See If one y /or Induitry, op. eit . ) 

9— 1988B 



66 INDUSTRIAL FINANCE IN INDIA 

hitherto open in our credit system.” 1 A large number of 
applications for financial assistance, ranging from a few hundred 
pounds up to the maximum amount the Company has been em- 
powered to furnish, have already been received. They have 
come in sufficient volume to prove that there is a definite 
need for the kind of facilities the institution is designed to 
provide. It will really fill a very important need and is already 
assured of success. £77,000 of its initial capital had already 
been lent by June 30, 1934. 2 If the scheme is operated with 
vision and judgment and the ban on new inventions is not 
interpreted too rigidly so as to exclude new industries still in 
their early stages of development, it will surely prove to be of 
immense benefit to the small and medium-sized businesses. 


. 1 Speech of the Hon'ble Mr. Neville Chamberlain, then Chancellor of the Exchequer, 
at the Maneion Boose Dinner to the Brokers and Maichaote of the City of London.— The 
8Mttvfan, 10th October, 1084. 

. * The loana after repayments amounted to £210,623, 1309,142 end £341,425, at the: 
end of 80th Jane, 1936, 1986 and 1037 respectively. (See Reports and Accounts, O. D. T... 
1086, 1086 and 1987.) 



CHAPTER IV * 


Post-War Trends in Commercial Banking Practice 
and the Recent Reaction 

The orthodox theory of commercial hanking is that 
commercial banks should oonfine themselves to short-term self- 
liquidating transactions. Their liabilities are demand liabilities. 
It is never safe for them to operate with demand liabilities on 
the one hand and slow non-liquid assets on the other. Their 
assets should, therefore, consist for the most part of cash or 
what is readily convertible into cash. The most easily convert- 
ible a<set and hence the soundest type of investment for a 
commercial bank is the trade discount or commercial bill. It 
possesses a degree of liquidity far greater than other types of bank 
loans. Commercial bank loans are largely based upon goods 
in process of production and the expectation is that as the go d ; 
move to a further stage of production, they will in th normal 
economic process be sold and thus permit the repayment of the 
loans. The essential function of the c untncrcial bank in rel «<ion 
to industry consists in the furnishing of circulating or working 
capital as distinguished from permanent capital. The making 
of loans for this purpose helps in the onward march of com- 
modities from the producer to the final consumer. The com- 
mercial bank takes its name as it thus assists in the financing 
of commerce as distinct from the permanent assets which arc 
necessary for the carrying on of commerce. The commercial 
banking institutions mainly devote themselves to what has been 
described as “ deposit banking," they receive money on 
deposit and! lend it on short-term to commerce and industry 

• Tbe substance of this cbnpter was published in the form of an article in tbe Mian 
Journal of Economic*, July, 1932 ^Revised and re- written j. 
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in the shape of discount and advances. They are normally 
unwilling to lock up their funds in long-term credits to or 
participations in industrial enterprises. The investment banking 
function consists, on the other hand, in the raising and 
redistribution of fixed capital. It is carried on mainly through 
the purchase of shares and debentures of joint-stock companies 
and their subsequent sale at a profit to investors . 1 

In the pre-war days the segregation of commercial and 
investment banking into entirely separate circles was absolute 
and reached its perfection in England. It was also practically 
complete in France and the United States. In the years after 
the War the lines of distinction between commercial and invest- 
ment banking grew shadowy and indistinct. There was no 
longer that pronounced cleavage between the two types of insti- 
tutions as regards their policy and practice. The activities of 
the one began to shade gradually into those of the other. There 
was noticeable a remarkable trend among commercial banks 
during the post-war years to adopt the manner and practice of 
investment banks. They entered into much closer relations with 
industry than ever before. We have already noticed that a 
change was rapidly taking place in the Continent of Europe, 
specially in Germany, where the fusion between investment and 
commercial banking was practically complete. The German 
banks tended to depart more and more from the pre-war practice 
of combining the functions of commercial with those of invest- 
ment banking in all its aspects. Deposit banking which was 
formerly overshadowed by the importance of investment banking 
and long-term transactions began to receive increasing attention 
from the big banks. Their holdings of securities and participa- 
tions bad been considerably reduced not only in proportions to 
total assets but in many cases even in absolute amounts since 
before the War. The proportion of capital and reserves to 
liabilities had declined to a great extent and was similar to that 

1 Parker Willis and J. I. Bogen, Investment Banking, p. 5. 
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©wtomary in England and tbe United States. Tho banks there 
appeared to have grown keenly alive to tbe grave risks involved 
in tbe immobilization of their funds in long-term loans to industry 
and they bad considerably modified their methods for ioqg-term 
industrial financing . 1 They were approximating more and more 
closely to the pre-war English banks, the purest example of deposit 
banking. While the *' mixed " banks of Germany were gradually 
approximating to pure commercial banks by shedding their invest- 
ment trust activities, the commercial banks elsewhere showed 
remarkable trends to develop into mixed banking institutions by 
combining with their legitimate business investment banking to 
an increasing extent. 

We have said that the segregation between commercial and 
investment banking in the pre-war years was absolute. By 
“absolute,” we are not suggesting for a moment that it was 
always easy to draw a hard and fast Jioe of demarcation between 
commercial and investment banking. It was often found that in 
practice any particular institution carried on, in addition to its 
basic functions, some banking .’unctions which did not strictly 
belong to it. But generally speaking, the functions were never 
mixed up and integrated. A commercial bank or an investment 
bank kept itself mainly confined to its own legitimate functions. 
In the post-war years there was a general shift of the interests of 
commercial banks in favour of industrial banking. I his drift in 
their practices, noticeable even before the War, was accentuated 
in the years that followed it. 

The status of the commercial bank, long defined ns an insti- 
tution of discount, deposit and exchange, was profoundly modi- 
fied in post-war years. It may be recalled that even in England, 
which is the great citadel of pure commercial banking theory, the 


* Memorandum on Commercial Bank* (1918-29), ° f Nttion,> ’““.P. K 

Bee el.oH.Pow,. Greenwood, “ Tradition Period in Oermeny-Rwnt I*»eto£M« • 
bb article in the Timet, Tradt and Engineering Supplement, Benkiog Number, Jo . . 

p. §6. 
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joint-stock banks, though involuntarily, relaxed in manycases 
their traditional attitude of aloofness from industry. The relaxa- 
tion in the strict codes of commercial banking theory was' consi- 
derably greater and, what is more, became a part of the 
deliberate and considered policy of deposit banks elsewhere. 
Commercial bills had since the War been declining in importance 
as a method of investment with commercial banks, while there 
was a surprising increase in the growth and importance of the 
business of long-term industrial financing and all those activities 
which' are known as “ investment banking.” This reflected a 
fundamental change in the nature of commercial banks and their 
methods of financing industry. Instead of the usual task of 
providing working capital only to industry through the discount 
of commercial paper, they contributed also towards its fixed 
capital expenditure in a manner they had never done before . 
There were three principal methods by which they were furnish- 
ing this long-term industrial finance. To the extent that they 
made direct investments in shares and bonds of joint-stock 
companies, they were obviously contributing fixed capital to 
industrial enterprises. Loans to purchase securities which were 
then pledged to secure the loans were practically ” vicarious 
purchases of securities,” and were, therefore, also advances for 
permanent capital purposes. Lastly, real estate loans involve a 
lock-up of resources and are truly a characteristic feature of 
investment banking. The undertaking of such business by the 
commercial banks must mean a definite departure from their 
traditional sphere of business. There was a pronounced tendency 
on the part of commercial banks to devote a considerable amount 
of their resources not only to direct investments and loans on 
security but also to real estate loans. 

It will not be possible to examine separately and in detail the 
recent evolution in commercial banking in each country in the 
space available. It is proposed here to select a few representative 
countries, where the separation between commercial and invest- 
ment banking was practically complete before the War and stress 
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tbe main trends in commercial banking practice during the 
decade 1920-30 and their reversion in more recent years. 

The United States of America 

Before 1837, the commercial banks in the [ nited States 
were often found to exercise some of the functions of investment 
banking. But the panic of 1837 and subsequent losses incurred 
by the banks as a result of dealing in securities made them 
recognise the difference between banking with liquid and non- 
liquid assets. Ever since that period until the outbreak of the 
Great War, the business of commercial and that of investment 
banking were in the hands of separate institutions.' The 
investment houses, the investment trusts and savings banks, 
mutual and stock, were institutions primarily 'engaged in 
pure investment banking business. The basic functions of 
commercial banking were, on the other band, exercised by 
the national banks. In line with the theory thqt the 
national banks were commercial banks par excellence , severe 
restrictions were imposed upon them by the National Hank 
Act. These restrictions referred chiefly to the maximum 
amount loanable to a single borrower, real estate loans, dealing 
in investment securities, receipts of savings bank deposits, 
etc. The State banks, though modelled on lines adopted in 
the National Bank Act, were subject to less severe restrictions. 
State bank laws generally permitted mortgage loans and in 
some c&ses no limits were imposed on advances against real 
estate security. 

1. Real Estate Loans. 

Although the national banks were put under legislative 
restrictions, yet long before the War they could lu* seen drifting 
towards investment banking functions. The laws before 1913 
prohibited national banks to lend on the security of real estate 
or to acquire real estate other than business premises except in 

1 Parker Willis and J. T. Bogen, Inrethnenl Banking, p 
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settlement of a debt already contracted. Property so acquired had 
to be disposed of within five years. But in the fuming regions 
a large proportion of the advances made by the country bulks had 
already become long-term loans secured by land. An important 
step towards the mixture of banking functions was taken when the 
provisions of the Federal Beserve Act subsequently allowed national 
banks to accept savings deposits and granted a limited permission 
to make mortgage loans. The F. B. Act for the first time recog- 
nised the distinction between time and demand deposits and laid 
down the requirement of a reserve of i% (originally 5%) for time 
deposits as against 7%, 10% and 13% for demand deposits, the 
ratio depending on where they were located. As regards real 
estate loans, national banks other than Central Reserve City banks 
were permitted to make five-year loans on the security of im- 
proved farm land in the s ime federal reserve district or not more 
than 100 miles distant from the lending bank irrespective of 
district lines. One-year loans on city realty were also authorised. 
These loans were limited to 50% of the value of the property 
and could be made up to one-quarter of the lending bank’s capital 
and reserve funds or one-third of its time deposits. 

There was a remarkable growth of real estate loans in the 
business of American commercial banks during the post-war 
years. They accounted for the greatest relative increase in the 
credits outstanding of all commercial banks between 1922-29. 
They increased by 128%, while security loans rose by 77%, 
investment by 43%, and all other loans by only 22%'. The 
following table strikingly illustrates this enormous percentage 
increase of real estate loans during the period under review 1 : — 


All Commercial Banks (1922-29) (000,000 $ omitted) 



90th Jaoe, 1092. 

80th Jane, 1999. 

Percentage 

gill Bitate login 

1.980 

4,540 

136 

Security loans 

6,591 

11,618 

77 

All other loans 

15.1M 

18,867 

92 

InTrstmenU 

9,916 

18,191 

48 


l Memorandum on Commercial Bank* ( 1925*38), Longue of Nations, 1934, p. 987. 



* - 

III POST-WAR TRENDS IN COMMERCIAL BANKING PRACTICE 73 

■ 

l x The majority of these real estate loans made by American 
commercial banks was against urban real property. With tbe 
onset of the economic crisis, the bulk of these loans became 
“ frozen ” and it is feared that a million dollars had to be 
written off on these transactions. 1 

2. Loans on Security. 

The tendency of American banks to go in for investment 
banking is manifested further in the rapid growth of security 
loans during the post-war years. Commercial hank loans on 
securities in the United States rose from 5,780 million dollars 
in 1922 representing 24 4% of the total loans to a peak of 130,020 
millions in 1930 representing 38*6 of the total. All other loans 
rose from 15,352 million to 15,700 million dollars only during 
the same period. 3 Although real estate loans showed the greatest 
percentage increase, security loans accounted for the greatest abso- 
lute increase in the credits outstanding between 1922 and 1929. 

3. Investments. 

The entry of the American commercial hanks into invest-; 
ment banking business is also evident from the enormous growth 
of investments in the post-war years. Although the national 
banks were prohibited from doing business in investment 
securities, bond investments by banks had been accomplished as 
far back as 1900 without any special legal sanction. The 
corporate powers of the national banks permitted them “ to 
discount and negotiate promissory notes, drafts, bills of exchange 
and other evidences of debt.” This became the banks’ authority 
for dealing in investment securities and under it, with the 
approval of the Comptroller of Currency, they created their bond 
departments. Their authority for the creation of the bond 
departments was, however, somewhat doubtful and their 
establishment was sanctioned by the Comptroller because the 
law empowered them to deal in other evidences of indebtedness. 

1 B. W. Goldschmidt, The Changing Structure of American Banking, p. SI. 

* Baaed on data published in tbe Annual Report# of tbe Comptroller of Conaney. 

10 — 1298B 
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The American banks hare always invested a considerable 
portion of their resources in securities and the movement may 
he traced to the years before the War and even to the last* quarter 
of the nineteenth century. But in the period under review 

there was a remarkable tendency in this direction. In 

* 

1875 the loans and discounts of national banks were about 
twenty times as large as their investments; in 1914 they 
were only six times and in 1929 less than two and a half 
times as great. During 1914-1929, however, investments 
were found to have increased' by 500% while loans and 
discounts increased less than half as rapidly. The hanks not 
only held these securities as permanent investments but also 
endeavoured to place them with their clients. 1 

The securities which compose the investment portfolio 
of the banks may broadly be divided into Government and 
Municipal, and into those that are not so. The figures given 
below strikingly illustrate a definite upward trend for “ other 
security ” holdings of national banks from 1922 to 1928 
(expanding from $1,863 millions to $3,416 millions) 2 : — 


1914 

Total 

1,921 

National Banks 

Investments 
millions of Dollars) 

D. 8. Govt, and State 
and Municipal 

975 

All other* (Railroad and 
Publio Utilities and Bond*, 
Shares, etc.) 

946 

1922 

4,508 

2,700 

1,868 

1928 

5,070 

8,098 

1,974 

1924 

5,142 

2,987 

2,155 

1985 

5,780 

8,181 

2,599 

1928 

5,842 

8.117 

2.725 

1927 

6.893 

8,810 

8,058 

1928 

7,147 

8,781 

8,418 


The tendency towards a mixture of banking functions which 
had been working for a long time was thus considerably 

1 Memorandum on Commercial Banks (1013-99), League of Nation*, p 828. 

* Memoreodum on Commercial B»nk* (1996.331, League of Nation*, 1684, p. 885 
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ft$outuated in the postwar years. Indeed American banking 

f* 866,1,8 to have given official sanction to this investment 
policy of the commercial banks. 

The Federal Reserve Act, it will be recalled, bad cQdfeiderably 
broadened their investment banking functions. Later legislation 
permitted a yet greater fusion of banking functions. The 
McFadden Banking Act, which received the approval of 
President Coolidge on February 5, 1927, was a distinct forward 
step. The Act set the se il of the legislature’s approval upon 
the investment functions of the commercial banks. It specially 
recognised that dealing in investment securities was a perfectly 
legitimate business of the modern commercial banks and 
authorised the national banks to engage in that type of transac- 
tion. The Act provided that “ the business of buying and selling 
investment securities shall hereafter be limited to buying and 
selling without recourse marketable obligations evidencing 
indebtedness of any person, co-partnership, association or corpo- 
ration in the form of bonds, notes and (or) debentures commonly 
known as investment securities.” 1 The maximum amount 
which might be held of the securities ot any one obligcr or 
maker wap limited to be 25% of the banks’ paid-up capital 
and reserve. Thus the Act expressly allowed the banks to enter 
the business of security issue and distribution. 3 Stocks are 
not evidences of indebtedness and, as before, the banks were not 
permitted to purchase them for their own account. 

The Act not only specially recognised the legitimacy of 
dealing in bonds, but also considerably removed the restrictions 
on the grant of real estate mortgage loans. Such loans had 
always been frowned upon by commercial bankers as a non- 
liquid asset. The Federal Reserve Act had granted a limited 
permission in this respect. The McFadden Act recognised that 
it was not sufficient and authorised the national banks to make 

1 Sac. 2(b), The MuFedJen Banking Act, 1927. 

9 ** Tbc McFadden Banking Act ot 1987 an article by H. H. Preaton io the American 
**Mmk Renew, Vol. 17, June, 1987. 
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real estate mortgage loans on a far larger scale. They* were now 
permitted to loan on city realty for a period of five years against 
one year formerly. Not only the period of the loan was extended 
but the limit to which the total volume of such loans had been 
subjected was raised liberally. Banks were permitted to place 
50% of their savings deposits in mortgage loans as against 33&% 
of their time deposits formerly, the limit as to a quarter of the 
capita] and reserves remaining as before. Although this provision 
implied that that portion of the time deposits which was not 
strictly savings deposits could not be invested in real estate 
mortgages, yet the final effect of this section of the Act was to 
increase materially the total funds that national banks might 
now lend on the security of real estate. 1 The ban which was 
formerly placed on the banks in Central Reserve Cities as regards 
engagement in such type of business was removed altogether. 

After the passing of the McFadden Act of 1927, thanks to 
its liberal provisions, the banks entered into the investment 
field to a far greater extent. There was soon afterwards 
a tremendous outburst of speculative activities among them. 
Their commitments in the stock market during 1928-1930 
were extremely heavy and many of them became deeply entangled 
in real estate and security loans. The statistics published by 
the Federal Reserve Bulletins disclose a remarkable growth of 
direct investments and loans against security during this period. 


Reporting Member Banks * 
(In millions of Dollars) 



Loans on Securities 

Ail other 

December, 1028 

7,198 

0,055 

December, 1920 

7.968 

9,476 

September, 1080 

8,890 

8,460 

December, 1030 

7,770 

8,557 

September, 1081 

6,418 

7,870 


1 B. G. Bodkey, The Banking Protest, p. 266. Dr. Bod key hte shows by on 
interesting calculation that, taking the figures for 80tb Jane, 1026, the new Aot permitted en 
in crease of 1614,766.000 for investment in reel estate mortgages. 

* Federal Reserve Bulletin, Vol. XVI, 1930, p. 12, p. 773. Also Fed. Ret. Bulletins, 
1081 (F*b. end Oot), p. 65, p. 663. 
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Reporting Member Banks 
(In millions of Dollars) 

Investments 

December, 1928 
December, 1929 
September, 1980 
December, 1930 
September, 1981 

Loans on securities of reporting member banks reached 
their peak in September, 1930. Between April, 1927 and 
September, 1930, security loans rose from $5,924 millions to 
$8,390 millions, representing an increase of 410%, while all 
other loans fell from $8,012 to $8,409 millions. Compared with 
January, 1922, security loans increased by about 133% while nil 
other loans increased by only 13 ‘5%. 

The tables given above amply demonstrate that the assets 
of the American banks were generally more illiquid and of a 
more speculative character in 1929 than in 1922 ; the extreme 
point was reached in 1930. One fact of startling importance 
that at once leaps to the eye is the declining importance of the 
“ all other loans,” which mostly represent self-liquidating 
commercial transactions. It is also interesting to note that not 
only they diminished in importance but their average quality 
also deteriorated. For example, in the case of all national 
banks, the importance of commercial loans eligible for re- 
discount at the Federal Reserve Banks dropped from 42% in 
1922 to 38% in 1929. 1 

From September, 1930, the banks, sorely battered by the 
financial storm of 1929, began to set their houses in order and 

1 on Commercial Bank, (1928-1988), League of Nation*, Genera, MM, p. 888. 


5,980 

5,507 

0,301 

0,784 


ft*. S. ( iuvt . 4,154 
7,795 k 

(.Other 3.011 
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Within a short time considerable progress was mide in the 
direction of liquidation of frozen assets. Loans on securities 
injBeptember, 1931, in the case of the Reporting Member Banks, 
amounted to a little more than $6 t 400 millions and represented 
a big drop from high point reached in the same months of the 
previous year. Id vestments no doubt increased and they yvere 
higher than in 1930 but the investment portfolio was much 
more liquid than before. It contained a large element of short- 
term Government securities. 1 As will be seen from the table 
given below, in the case of national banks all other investments 
decreased in 1932 while Government and Municipal investments 
showed an increase: — 


• 

Investments 

(in millions of Dollars) 

s 

80th June 

Total Govt, and Municipal Bonds 

Ail other Bond* end 
Share* 

1027 

6,808 

8,340 

8,058 

1028 

7,147 

8,732 

3,415 

1020 

0,656 

8,561 

3,008 

1080 

6,888 

8,546 

8,842 

1081 

7,675 

4,258 

8,422 

1082 

7,107 

4,584 

2,618 


The astounding increase in the growth and importance of 
direct investments in non-Government securities and loans’ on 
security during 1922-1930 reflected a fundamental change in the 
character of the American commercial banks. They were no 
longer concerned with the provision of short-term funds for 
Working capital purposes to industry but were also deeply 
interested in furnishing long-term industrial finance.* 

V Th$ Boonomut, Banking Supplement, Oct., 1081, p. 9. 

* Baud oo the data published in the Annual Reports of the Comptroller of Cnrmuijp. 

. * Memorandum on Gommereid Banks (1995 88), League of Nations, Geneva, 
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if V, , 

If 4. Security Affiliates. 

I' ••• 

■1 The organisation of security affiliates by the. American 
commercial banks is perhaps the strongest evidence of their 
increasing investment banking activities. The rise of those 
affiliates overshadowed in importance every other develop- 
ment of American banking in recent years. The origin of the 
device of security affiliates may be traced back to 1903 when 
the First National Bank of New York organised the first 
securities company (The First National Company) because of 
the pressure exerted by the Comptroller of Currency owing to 
tbe obvious conflict between deposit banking and the business of 
marketing securities. Three years later, the National City Co. 
was established by the National City Bank. These two subsi- 
diaries remained solitary for a number of years. But as the 
commercial banks felt more and more inclined to enter into 
tbe field of investment banking, the organisation of security 
affiliates proceeded apace. Thus when the War Loan campaign 
brought the commercial banks in the country into close contact 
with tbe business of distribution of securities, tbe number of 
security affiliates began to increase rapidly. The Chase Secu- 
rities Corporation was organised in 1917 by the Chase National 
Bank and affiliates were formed in quick succession by the 
First National Bank of Preston in 1918, the Guaranty Trust 
Company and the Hibernia National Bank (New Orleans) in 
1919 and the Central Illinois Bank in Chicago in 1920. The 
participation of the commercial banks in investment banking 
became more direct and intense since tbe close of the year 1927. 
The movement of organising security affiliates for the purpose 
of undertaking investment banking business spread like wild 
fire from that time among commercial banks. 1 As a result 
almost every large urban commercial bank in tbe U.S.A. became 
equipped with one or more security affiliates. By 1931 national 
banks rIodo could boast of nearly 200 of them. The business of 

1 R W, Goldschmidt, The Changing Structure of American Banking, p. 1W. 
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bulking necessarily underwent a radical transformation indicat- 
ing the decline of commercial banking proper and the increase 
of investment banking. 

The “ security affiliates ” were created by the large city 
banks, excluded as they were from issue and financing business 
by legislation, to carry out the type of transaction from which 
they were debarred. The issues in which the banks were 
interested were made through these subsidiary companies. The 
affiliates were incorporated separately, the capital being sub- 
scribed either directly by the parent bank or by its shareholders. 
In many cases the stocks of the affiliate were automatically paid 
for out of a special dividend to bank shareholders. In the case of 
the first securities company, the parent bank (the First National 
Bank) had provided the capital out of its own surplus. An 
analysis of the methods of incorporation of national banks’ 
affiliates in recent years discloses four methods of control : 
(a) stock owned by the parent bank, (fc) stock owned by the bank 
shareholders, (c) stock owned by other affiliates^ (d) stock trust- 
ed. 1 Thus in 1931 out of the 192 affiliates of the national 
banks, the parent banks directly owned four only in 17 cases 
the affiliates’ stock was owned by another affiliate of the parent 
bank ; in 45 cases it was distributed in the form of joint and 
indivisible certificates of shares in the bank and security 
company among the parent bank’s shareholders. As a rule, 
however (126 cases), the capital stock of tbe investment affiliate 
was held by a body of trustees for the benefit of all the share- 
holders of the parent bank. 2 The affiliates were usully the 
recipients of heavy loans from their parent banks which enabled 
them to engage in transactions not permitted to the latter. 
There was until recently scarcely any restriction on the national 
banks’ loans to their affiliates, the only limitation being the 


I «• The Banking Aol of 1983 '’—an article by B. B. Westerfield, la tbe Journal of 
Political Bconomy % December, 1988, p. 788. 

* B* W. Goldschmidt, The Changing Structure of American Banking , p: 185, 
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pioviaion that loans to no single interest should exceed lOpei 
feat, of the banks’ capital and reserve fund. 

The affiliates performed a variety of functions. Three of 
these might be said to comprise an intrinsic part of their activity 
as investment bankers. They were : — 

1. Origination of new security issues. 

2. Formation of or participation in the original selling 
group, disposing of the securities in large blocks to retailing 
bankers all over the country or occasionally to institutional 
buyers. 

3. Distribution of bonds and to a lesser extent of shares 
to the ultimate investor. 

As regards the underwriting and distribution of securities 
they acted both as wholesalers and retailers, purchasing entire 
or part offerings and distributing the securities through salesmen 
to private investors and institutions. 

“ In addition they sometimes acted as holding companies 
for control or other purposes, carrying securities which the 
parent bank was not authorised or did not wish to have among 
its investments ; as investment trusts, buying and selling 
securities for investment or speculative purposes ; as assets 
realisation companies taking over the parent bank’s loans 
and investments which proved doubtful or illiquid ; as real 
estate holding companies and as a medium for supplying the 
bank’s own stock.” 1 These security subsidiaries worked closely 
together with their parent concerns so that the net effect wa* 
somewhat similar to that of the German system. 

Thus the commercial banks which had already created the 
bond departments entered into the stock market to a considerable 
extent through these affiliates. The development of the affiliates 
rapidly increased the banks’ share in the total flotations of new 
securities. In the pre-war years a very small proportion of the 
total distribution of securities was made through the commercial 

* ItowwAim on Commercial Buka (im-13), League of Nation., °«“ v » l83 *' ► Ma 
11—18288 
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banks, but in 1931, 54*4% of all new securities was sponsored by 
the bank affiliates, those of the national banks alone accounting 
for 33‘6% 1 In the years immediately before the onset of the eco- 
nomic crisis, there was a tremendous .outburst of speculative acti- 
vity among the investment affiliates. The banks rushed recklessly 
into the stock market thrQugb their affiliates ; and the inevitable 
crash soon occurred. The country became littered with a crop 
of bank failures. No less than 1,315 banks closed their doors in' 
1930. 9 This was undoubtedly a very large number even in the 
case of a country where banking suspensions are a normal 
phenomenon in times of prosperity. Conditions have come to 
light in connection with these bank failures which clearly reveal 
the abandonment of pure commercial banking and the integration 
of financial operations of a diverse character. The recent banking 
investigation has thrown a flood of light on this drift of American 
banks into the unwonted channels of investment banking. The 
enquiry disclosed that there was an almost universal tendency 
towards “ a speculative security basis for banking ” * and 
practically every one of the large commercial banks was found to 
possess security affiliates. In many instances a single bank 
owned a considerable number of affiliates — the Bank of the 
United States hnving as many as 48 affiliates. 1 * * 4 

France 

The tendency towards an intermixture of banking functions 
was also at work in post-war France. In contrast to the system 
; prevalent in Germany and other countries of Europe, French 


1 ** Ibe Banking Act of 1988 an article by R. B, Weal ei field, in the Journal of 
Political Economy , December, 1988, p. 788. 

) The Statist, International Banking Section , November )4, 1981, p. 062. 

♦ * “ Speculative Activities of American Bankers an article by H. P. Willie in tbe 

Banker, February, 1981, pp. 188-92. 

4 M The Senate Banking Investigation "—an article by IH. P. Willie in tbe Banker , 
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backing, before the War, was characterised by a division intojtvvo 
distinct classes, viz., the banques d’ affaires and the banques de 

depots. The former type specialised in the long-term financing 
of industries and in the origination of securities. These institu- 
tions acted as investment bankers in the full sense of the terra. 
They often participated to a substantial extent in the manage- 
ment of the industries promoted by them and used to carry the 
purchased securities in their portfolios for considerable periods 
of time until the success of the enterprises or market conditions 
allowed their sale to the public at reasonable prices. These 
purely investment institutions, however, often undertook other 
functions such as the opening of current accounts to their indus- 
trial customers. They had to do so as they could not depend 
solely upon their own business which was nat urally of an irregular 
type. But generally it may be said that they performed the basic 
functions of investment banking. Among the most important of 
the banques d’affaires were the Banque de Paris et dcs Pays- Ban, 
the Banque de I’Unipn Parisienne, the Banque Francaise Pour 
le Commerce et (’Industrie and the Credit Mobiiier Francaise. 
These financial banks specialised in l lie issue business and in 
the flotation of industrial and financial enterprises all over the 
country and even abroad . 1 In the case of the other type of 


1 Thus the Banque de TUnion Pariaienne has been associated with electrical »od 
metallurgical works and it has considerable interests in the Creusot Works of MM. Schneider 
et Cie. Before the War, it took un important part in the development of Russiao 
metallurgy ; and since the end of the War it ban taken an active part, in financing economic 
development in Central and Eastern Europe either directly or through the Union Kuropeenne 
Indoatrielle et Financier. In recent years it has participated very actively in new issue 
business and has largely increased its portfolio of investments in other undertaking*. Its 


investments and participations have been as follows 
1928 1929 

Fra. Frs. Fri 

229,469,704 3*27,270,468 866,405,485 


1931 

Frs. 

439,202,694 


The 


Statist, Int. Banking See ., Nov. 14, 1931, p. <24. 


Also Nov. 12, 1939, 


pp. 693*94. 

In May, 1939, the Bank took over 
Banking Sec., Nov. 12, 1932 


the Credit Mobiiier Franca ise.- The 
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institutions, the etablissemeats de credit, there was before tin 
War a marked unwillingness on their port to advance funds 
freely for the development of domestic industries. Instead, they 
conoenlrated on the foreign securities business, putting out 
numerous foreign state and industrial loans in succession. They 
were, indeed, accused of neglecting domestic industry and of 
diverting French savings to countries like Russia, South America, 
Turkey, etc. 1 

The division, even before the War, could not be made too 
absolute. There were many institutions which were frankly 
“ mixed.” The lines of demarcation between the two types 
grew more and more indistinct after the Great War and almost 
faded away in later years. The whole system underwent a 
considerable change since the pre-war period. The banques d’ 
affaires which specialised in financial business formerly began to 
develop, not without success, the ordinary transactions, properly 
speaking, of a bank. There arose a definite tendency on their 
part to adopt a more and more aggressive policy of commercial 
banking. The credit banks, on the other hand, entered the 
investment field in a manner they had never done before. 2 During 
the War the Government had obtained control of the investment 
operations and bad passed a law on May 31, 1916, forbidding 
the issue of foreign securities in the French market. The credit 
banks with the practical cessation of the foreign loan business 
occupied themselves with State issues and the finance of national 
industry. From that period, they came to extend much more 
financial assistance to domestic industries than they had ever 
done before. In the years that immediately followed the War, 
French industry became badly in need of credit on a large scale. 
War liabilities had to be liquidated, factories destroyed in the 
devastated regions had to be re-built, industries engaged directly 
or indirectly in the reconstruction of the devastated areas had to 

1 Parker Willie and B. H. Beckhart, Foreign Banking Systems, p. 672. 

* The Times Trade and Engineering Supplement, Banking Number, June SB, 1980. 
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tft equipped with new installations. The French credit banks 
were not unresponsive in this boor of need. As Mr. Whale has 
observed, “ The increased importance of French industry called 
for adaptations in banking policy. ” 1 

The banks were quick to realise the need to provide more 
extensive assistance for their industrial customers. When the 
industries approached them for extended credits, they readily lent 
their collaboration and helped to float new issues of bonds and 
shares. The banks could not “ lock-up ” in long-term loans the 
funds lent to them on deposit accounts. But they had to create 
the desired facilities for long- and medium-term credits for the 
pressing requirements of their industrial clients. Wherever 
possible, they helped directly with the funds which were deposit- 
ed with them for fixed periods and also with their own resources 
which they had already begun lo increase. The policy of sys- 
tematically increasing their paid-up capital and reserves Which 
they pursued during the period under review lends colour to the 
view that their character was changing rapidly. The tables 
given below strikingly illustrate a marked increase of capital 
and reserves in the case of the principal dejiosit banks of 
France : — 

Table I 


(Five, since 1831 Six) 

In millions of franca 



1935 

1929 

1930 

J98J 

1989 

Paid-up Capital. 

1,156 

1,643 

1,701 

1,383 

1,400 

Reserves. 

561 

1,807 

2,038 

1,881 

1,897 


l P. B. Whale, “Leeturca on Englieb and Continent.! Banking’ (deliver**! Men-h 96. 
1981), Journal qf tk* ImUiute of Bankert, June, 1981. p. 390. 

« Urn wnodvm on Commercial Banka (1095-38). League of Newon*. Geneva. 1984, p. 10L 
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Table II 1 
(Individually) 

In millions of francs 


Banque Nationale de Credit: 

1927 

1928 

1929 

1930 

Paid-up Capital. 

250 

2624 

2624 

318} 

Reserve 

120 

136 

128 

175 

Comptoir National d’ Escompte : 



• 


Paid-up Capital. 

250 

250 

400 

400 

Reserve 

131 

144 

448 

452 

Credit Lyonnais : 





Paid-up Capital 

255 

255 

408 

408 

Reserve 

227 

227 

800 

800 

Societe Gent rale : 





Paid-up Capital 

250 

250 

310 

320 

Reserve 

75 

105 

306 

380 


The French deposit banks helped the industries in yet 
another way. In order to provide greater assistance to them 
without immobilizing the funds entrusted to them on deposit, 
they formed subsidiary companies for long-term industrial 
finance. Thus two of the old established and powerful institu- 
tions, the Credit Lyonnais and the Comptoir National d’ 
Escompte, created, as far back as 1919, the Union pour le credit 
a l’lndustrie Nationale (Ucina). With the same purpose the 
Soci4t6 Generate founded in 1928 the Societe Anonyrae de credit 
a 1* Industrie Francaise, and the Credit du Nord established a 
similar company, the Union Bancaire du Nord. 1 

The reports of the six main deposit banks of . France 
for 1927 and 1928 give clear indication of tbe increasing interest 

1 The Statist , International Banking Section. 

* P. B. Whale, 11 Lectures on English and Continental Banking " (delivered March 
86, 1681), Journal of the Institute of Bankers, June 1931, p 399. 
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they were taking in industrial finance, not only by lending colla- 
boration to the issues of short- and long-term bonds of French 
industry but also by becoming large holders in industrial under- 
takings. As in Germany, they were taking shares in preliminary 
enterprise and the Syndicate d’etude was seldom without bank- 
ing representation. 1 * * * Their balance sheets show that their 
investments in financial syndicates increased considerably during 
1913-28 : — 

l In Millions of Francs ) 

1913 1919 19l!7 KMS 

158 200 210 207 

Japan 

Although Japan possesses a special Industrial Bank, the 
ordinary commercial banks in the country are found to have 
increased their activities in the sphere of industrial financing 
during the period under review. There was a persistent 
tendency on their part to accommodate industries with extensive 
loans. The practice of locking up their funds in long- 
period loans on securities and immovable property was quite 
common. Mr. Allen estimates that the advances of ordinary 
and savings banks on immovable property were more than 
1,000 million yen in 19*21.* Dr. S. Furuya in a recent work 
points out that the so-called exchange banks of Japan are not 
strictly speaking exchange banks at all and they very often 
entangle themselves in heavy long-term investments in indus- 
tries. 8 In more recent times, especially after the crisis of 1027, 
the ordinary banks entered into the stock market on a very 
large scale. Their tendency for security holdings considerably 
increased. Formerly they used to compete with one another 

1 7 he Timet Trade and Engineering Supplement, Banking No., Jutes 30. 1UJ8, p. 16. 

* G. C. Allen, Modern Japan end rl* Problems fM98>, p. 179. 

* Ur. 8. Y. Furnya, Japan*' Foreign Exchange and her Balance «/ In'eenahmat 

Payments, p. 169. 
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ia attracting deposits; now they were competing keenly in the 
business of underwriting debentures. The balance sheets «f 
four out of the “ Big Five ” disclose a remarkable increase of 
their security holdings in recent years. 1 


Tabi.e I 

Securi1ie t held by Four of the “ Big Fite " 





(In thousands of Yen) 





1927 

1928 

1929 

1980 

1981 

1 . 

Mitsubishi 

288 

822 

860 

837 

285 (Dee. 81) 

2. 

Mitsui 

... 

221 

288 

215 

272 (June SO) 

8. 

Sumitomo 

174 

286 

283 

242 

248 (Dec. 81) 

4. 

Dai-iob i 

... 

248 

285 

269 

804 (June 80) 




Table )I 





Dec. 81, 1982 

Dec. 81, 1933 

June SO, 1984 

1 . 

Mitsubishi 

305 

345 

411 

2. 

Mitsui 

182 (June) 

280 (June) 

358 (June) 

8. 

Sumitomo 

261 (Dec.) 

826 (J une) 

858 (June) 

4. 

Dai-ichi 

« • • 

876 (June) 

408 (June) 


The returns of the clearing house banks in Japin also reveal 
that they were employing a considerable portion of their surplus 
funds in investment in securities. 2 During the industrial crisis 
in the autumn of 1930, following the lead of the Industrial 
Bank of Japan, the Tokyo commercial banks generously lent their 
assistance to several big industrial companies in distress for want 
of funds. An understanding was reached between them for joint 


1 The Statist, International Hanking Section, Nov. 14, 1931, pp. 764-65. Also Nov. 13* 
1082, pp. 781-84. 

) The T fast Trade and Engineering Supplement , Booking No., Jnoe, 28, 1080* p. M, 
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toliom in giving financial aid to business enterprises. A new 
isilshinery was set up for this purpose. The banks and trust 
companies formed an association, called the Industrial Investiga- 
tion Association, with the object of facilitating the rationalisa- 
tion of Japanese industries. It .investigated the conditions of 
several concerns to find out if they required reorganisation and 
if financial assistance to them was justified . 1 


Canada 


The same tendency of sponsoring industrial securities and 
of generally invading the field of investment banking is discerni- 
ble in the case of the commercial banks of Canada in post- 
war years. They were devoting themselves to an increasing 
extent to underwriting operations and figures have been collected 
which show that their participations in the dotation of bond 
issues totalled during 1927-32 more than 250 million dollars.' 
The investment houses naturally came to look with great disfavour 
upon this extension of commercial banking activities into their 
legitimate sphere of business and they filed with the recent 
Canadian Banking Commission a memorandum complaining 
that they were suffering severely from the competition of the 
ordinary banks and also requesting that this aspect of their 
activities should be checked when the Bank Act was revised. 
It was suggested that “ the Banks should be prohibited by statute 
from selling securities directly to the public and also from 
tendering for new issues either individually or as members 
of syndicates and from acting as agents in connection with issues 
made by Governments, Municipalities and other public bodies. 
The banks on their part contended that dealing in securities was 
a recognised normal activity of banks throughout the world and 


1 The Time » Trade end Engineering Supplement, Banki.-g Number. June M.lVU.p. V. 

* See The Beonomiet, Banking Supplement, October 14, 1933, p. 13 ■ Ibe »» ,n * 

Situation in Canada ^ 1Ma 
5 Report of the Royal Commiti ion on Banking and Currency m a a, , » 

P. 76. 


IS— 1SJ8B 
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had been established in Canada as far back as 1876. The Bank 
Act of 1890 and subsequent revisions had conferred upon them 
the right “ to deal in and discount and lend money and make 
advances upon the security of and take as collateral security for 
any loan made byjt, bills of exchange, promissory notes and other 
negotiable securities or the stock bonds, debentures and obliga- 
tions of municipal and other corporations whether secured by 
mortgage or otherwise.” The Royal Commission was impressed 
by evidences of considerable laxity and abuses of commercial 
banking practice and concluded that although the volume of indus- 
trial securities “ sponsored and distributed by the banks might 
have been small in comparison with that of Government and 
other securities, yet it was advisable that the banks should 
refrain from dealing in or distributing for their own account 
any but the highest class securities.” 1 

Reasons for the Landslide in Commercial Banldng Practice : 

It is abundantly clear from the foregoing study that there 
was a historic landslide in commercial banking practice. The 
countries which had been so long traditional homes of commer- 
cial banking departed to a surprising extent from its recognised 
canons. Their banks in many instances tended to adopt business 
at much of which bankers would have shuddered in the pre-war 
days. There was a decisive shift of their interests in favour of 
industrial banking ; they became frankly “ mixed.” 

The reasons for this remarkable fusion of banking functions 
in countries where they were so carefully segregated are not far 
to seek. The relaxation in the conservative codes of com- 
mercial banking practice was partly the result of the post-war 
depression and partly the result of changes in general economic 
organisation. A widespread slump followed in the wake 
of the Great War. The incidence of the depression upon several 

1 Report of the Royal Commission on Bonking and Currency in Canada, Ottawa, 1988, 
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industries was extremely severe. A considerable portion of the 
advances of commercial banks to such industries became practi- 
cally frozen and unrealisable. To protect their own interests 
the banks were obliged to make further advances and also to take 
over the security for the loans previously granted and to assume 
direct control over industrial enterprises. Recent economic 
changes lying entirely outside the banking system have also 
compelled the commercial banks to depart from their traditional 
practices. Owing to the progressive concentration of industry, 
the small firms are tending to disappear and business units are 
fast growing in siz 2 . The smaller concerns were the principal 
users of the commercial banks and, with their disappearance, 
the demand for commercial bills has rapidly declined. Access to 
the capital market is comp natively easy for the larger concerns 
and these in the post-war years have shown a remarkable ten- 
dency to develop the practice of obtaining working capital in the 
investment market by issuing to the public long- and short-term 
notes as well as stocks. This tendency has been mostly manifest 
among American industrial companies where they have been, for 
some years past, particularly since 1927, endeavouring to meet 
their working capital requirem *nts not by borrowing from the 
commercial banks but through the long-term capital market or 
through the retention in liquid form of earnings in the business. 1 

The effect on the banks was twofold. They found that their 
funds had been accumulating in large amounts while the prin- 
cipal channel of putting them through was fasi disappearing. 
The deposits had been swelling to an enormous size but the 
growing funds were not needed by commerce. They found it 
well-nigh impossible to utilise their funds in the ordinary transac- 
tions of commercial banking, bnder the circumstances, they 
were compelled to explore other than the time-honoured tradi- 
tional avenues for the employment of their funds. If they were 

« •* Social Aspects of Commercial Banking Theory ’•-an article by P. A. Bradford in 

the American Economic Review, Jove, 1988, p, 881. 

See also Rodkey, The Banking Procett. 
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to make profits, nay, to exist at all, there was one and only one 
coarse open for them — that of diverting their funds into the 
investment channel. Thus they were forced to embark on busi- 
ness hitherto considered to be outside their legitimate province, 
such as real estate loans, stock and bond collateral loans, invest- 
ment in securities and so on. Having to cope with decreasing 
earnings in their ordinary fields of activity, they came to be 
guided entirely by the “ yield ” factor and to sacrifice “safety “ 
and “ liquidity ” altogether. 

Anideaof what an enormous increase in the deposits of com- 
mercial banks occurred in the United States during 1922-27 may 
be formed from the following table regarding the Beporting 
Member Banks in leading cities. 1 This increase in deposits was 
accompanied by a parallel growth in investments and security 
loans, as will be evident from the figures already given for 
the same period. 

Reporting Member Banks in Leading Cities 

DEPOSITS 


(In millions of Dollars) 


Year 

Net Demand 

Time 

January 1032 

10,862 

8,017 

December 1922 

11,140 

8,696 

1928 

11,126 

4,068 

1924 

18,179 

4,826 

1926 

13,168 

6,896 

1926 

18,042 

6,788 

April 1927 

18,041 

6,088 

December 81, 1920* 

14 4 18 

8,787 

April 80 t 19805 

18,681 

7,066 

September 24, 19805 

18,542 

7,489 


A most significant development in this enormous growth in 
bank deposits is the rapidly increasing importance of time 

1 Beport of (be Fed. Baaarve Board for 1986, pp. 164-66. 

* Fed, Reserve Bulletin, May, 1937, op. tit. 

* Fed* Reserve Bulletin , VoL XVL 
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Wpomfo. While both demand and time deposits have swelled, 
the latter have increased much more regularly and at a definitely 
higher rate than the former. In the table given above, time 
deposits increased during January, 1922— September, 1930, by 
more than 148%, while net demand deposits increased by only 
30*7%. This huge relative increase in time deposits signifies 
a corresponding change in the status of the commercial banks. 
In the same manner the explanation of the increasing interest of 
French deposit banks in the industrial field during the period 
under review is to be found not only in the altered circumstances 
of the post-war period which we have already indicated but also 
in the enormous growth of deposits. The progressive diminution 
and afterwards complete cessation of the issue of short-term 
loans by the Treasury brought back to the banks as deposits a 
considerable portion of the capital that was formerly invested by 
their owners at 3 or 6 months in the National Defence Bonds. 
The following table clearly indicates the enormous increase of 
deposits in the case of the principal deposit banks of France 1 : — 


1935 

26,118 


718 


•5.968 


Principal Deposit Banks 
Deposits Fra. (000,000 omitted) 

1929 

42,608 

of whichJTirne Deposits : 

2,890 

Current Accounts : 

89,602 


1980 

44,749 

8,219 

41,279 


The tendency towards a relative increase of time as 
compared to demand deposits is unmistakable here as elsewhere. 


l itanM Mton on Commercial Bank* (1925-83), League of Nations, Genm. »» 
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The banks found that their deposits were largely increased 
while the opportunities for their profitable investment were not 
many. Hence they were obliged to explore suitable new avenues 
for their employment. The demand for increased capital by the 
older established businesses and for new capital by the 
growing number of newly established concerns was welcomed by 
the banks and the plethora of capital which was seeking employ- 
ment was quickly diverted to these channels. 

The absence of a suitable alternative employment for the 
increasing resources of commercial banks compelled them to 
branch out in the investment field not only in the case of France 
and America but also in that of Japan. After the spring of 
1927, the deposits in the Japanese commercial banks swelled 
to enormous figures. At the end of 1928, all the clearing 
bouse banks, numbering 399, held deposits to the extent of 
6,047,366,000 yen. This represented an increase of 585,853,000 
yen over the previous year and an increase of 268,619,000 
yen over the year before the crisis.' 

The Japanese banks seemed to suffer from a plethora of credits 
for which they were almost unable to find a suitable channel 
of employment in the short loan market. Steps had been taken 
to reduce the rates of interest allowed on deposits and to receive 
new deposits to a3 small an extent as possible. But still they 
could not employ their funds in the wonted channels and were 
finding their business unremunerative. Some recent balance 
sheets available for the clearing house banks disclose that they 
were employing a large portion of their surplus resources in 
securities. 8 In the case of the Japanese “ Big Five,” deposits 
withdrawn after the crisis of 1927 found their way to them 
in large amounts. Their balance-sheets for 1928 show deposits 
totalling 3,129,969,000 yen which was an increase of 302,860,000 


i 

p. 88. 


i 


The Time* Trade and Engineering Supplement , Banking Number, June 29, 1029, 
The Time * Trade and Engineering Supplement , Banking Number, June 26, 1980, p. 26. 
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fen over 1927 and of 906,818,000 yen over 1926. The banks 
were compelled to enter the stock market in order to utilise 
their immense surplus funds. 

Figures showing the deposit indices of the commercial hanks 
in the United States, France and a number of other countries 
are available and they clearly indicate a general post-war trend 
for deposits to shift from sight or short-term to savings or 
long-term accounts. Thus it is found that in the case of the 
American national banks, the index for savings and time deposits 
rose from 100 in 1913 to 1,08(5 in 1929 while that for current 
accounts rose from 100 to 135 during the same period. In 
France the index for savings and time deposits and that for 
current accounts rose to 129 and 124 respectively. The tables 
given below strikingly illustrate this tendency 1 : — 


1913 20 

U.S.A. : 

(a) 100 74 

(b) 100 279 

(c) 100 92 

France : 

(o) 100 70 

(b) 100 43 

(c) 100 68 


21 

22 

23 

111 

112 

10G 

549 

581 

071 

149 

153 

150 


91 

88 


51 

41 

37 

88 

85 

72 


21 

2' 

26 

115 

115 

121 

742 

HI 1 

882 

174 

170 

188 

07 

72 

80 

37 

32 

30 


27 

28 

29 

124 

139 

185 

970 

1,008 1,080 

215 

220 

218 

97 

119 

124 

11 

60 

129 

93 

115 

243 


65 69 77 


(a) Current. 

(b) Savings and time. 

(c) Total. 


Tables exhibiting the same 
countries as well. Norway and 
tendency towards the growth 


tendency may be given for other 
a few other countries show a 
of demand deposits but they are 


I Memorandum oa Commercial Rank. 0*13-29), of 


Nation.. Tab la V, pp. SOS*. 
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a real, only a formal, exception to this general tread towards 
a change in the composition of deposits. 

This change in the composition of deposits was accom- 
panied by a parallel movement in the composition of credits 
which showed a marked tendency to shift from shorter to longer 
Accounts. A comparative study of the indices of “ loans and 
advances” and 11 discounts” clearly demonstrates a remarkable 
tendency in post-war years for the former to increase relatively 
to the latter in all countries except England, France and Italy. 
But even in these countries, since 1921-23 “ loans ” tended to 
grow much faster than “ discounts.” Loans are not self-liqui- 
dating in the same sense as discounts and are advanced generally 
for longer periods. Thus credits tended to show a decisive shift 
in favour of long-term accounts. Again an examination of the 
indices for “ investments ” and “ discounts, loans and advances ” 
shows that the former increased relatively to the letter during 
recent years in the majority of countries, including Canada and 
the United States. Thus in the United States, the index for 
totai discounts, loans and advances rose to 1G3 while that for 
securities and participations rose to 247. In Canada, the index 
for the former rose to 138 in 1929 while that for the latter rose 
to 286. The tables given below indicate illuminating trends 
for bank credits to shift from shorter to longer-term accounts 
in recent years 1 : — 


1919 

20 

91 

22 

98 

24 

95 

98 

27 

98 

99 

U.8.A. : 











(c) 100 

87 

186 

124 

125 

184 

180 

141 

147 

164 

168 

(d) 100 

90 

158 

169 

180 

193 

198 

206 

242 

261 

247 

Canada. : 











(c) 100 

82 

100 

94 

92 

85 

89 

104 

117 

181 

188 

(d) 100 

166 

288 

218 

266 

819 

821 

808 

884 

485 

286 


* Mwmmni lTm tm fitminimri- 1 Bwriw (1918-99), T — f— -* ”-** — , l "- ul - w f — 
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$NDM. : 

(a) 100 
(») 100 
(e) 100 
(d) 100 

(a) Discounts. 

(b) Loans and advances. 

(c) Total discounts* loans and advances. 

(d) Securitiob and participation. 


70 100 98 78 65 71 79 33 103 j 13 

45 49 42 40 45 38 42 49 73 04 

60 00 70 02 57 58 04 72 98 JOO 

30 42 41 5] 29 24 25 20 25 80 


This change in the composition of bank credits is noticeable 
in the case of almost all countries The exceptions arc few 
and unimportant. 

The parallelism between the movements of credits and 
deposits as brought out in the above tables, howexer rough it 
may be, is a very striking phenomenon and can hardly bo purely 
accidental. It would appear to reflect a change in the character 
of the operations of the commercial banks or a strengthening 
of tendencies previously at work in Europe at an> rate.” 
The banks devoted less attention than formerly to discount 
credits and were to an increasing extent financing industry by 
direct advances or working funds either on current accounts or in 
the form of long-term loans. 1 

The continued increase of deposits in the case of tin* (lerman 
hanks, it may be recalled, brought about a change in their 
character. They became more and more akin to deposit banks 
in pre-war England and America. The same factor, viz., the 
growth of deposits, altered the status of the commercial banks 
elsewhere in quite a different, nay, quite an opposite direction. 

Reconstruction of the Theory of Commercial Hanking : 

This widespread drift of commercial banks into investment 
channels has naturally excited a great deal of comment in the 


l Memorandum on Commercial Bank* 
1934, p. 7. 

la-iaaap 


1 1925*33), League of Nation*. 0*ne*a, 
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present times. It has served to focus our attention on the sound 
principles of commercial banking in a manner which would never 
have been thought of before. It seems as if the entire basis 
upon which commercial banking theory was built were being 
shaken to its foundation. Conditions have changed so entirely 
since the War t and the incidence of the recent world-wide 
depression on industry has been so severe, that opinion is rapidly 
gaining ground for a reconstruction of the whole theory of com- 
mercial banking . 1 The orthodox theory of commercial banking 
had been developed long before organised stock exchanges spread 
over the world. In those days the market for securities hardly 
existed and direct investments in them were practically immobi- 
lised : they were not convertible into cash at will or immediately. 
Under the circumstances the trade discount or the commercial 
bill was regarded as self-liquidating and definitely superior in 
point of liquidity to other types of bank loans. With the growth 
of recognised stock exchanges and the improvement and widening 
of the market for high-grade bonds, their unsaleable character 
has been removed and the whole question of “ bank liquidity ” 
has come to be viewed from an entirely new aspect. Marketable 
securities have begun to be considered, not unjustifiably, almost as 
liquid as, nay, even more liquid than, the customer’s ordinary 
paper. For the banks can immediately furnish themselves with 
cash by their sale whereas the customer’s paper can not be 
realised upon until the date of maturity. The meaning and 
nature of the concept of * bank liquidity ” has thus undergone a 
remarkable change and the practice of commercial banks to 
invest in marketable securities and to make loans secured by 
them has rapidly developed . 2 

1 Cf. A. T. K. Grant, A Study of the Capital Market in Post-War Britain, 
p. J88, M The banka will be well-advised to take a wider view and in one way or 
another to lend for longer periods when they are satisfied that their clients are solvent. 
Certainly the danger of losing money through this type of lending might be less than the 
danger of depreciation on holdings of long-term Government securities purchased at prices so 
high that they were returning around 3 per oent." 

* Memorandum on Commercial Banks (1925*33) t League of Nations* Geneva* 
1934, p. 7 V 
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The point point has been made that in normal times and 
only excepting a serious financial crisis, high-grade bonds having 
a wide and active market may be liquidated without extraordinary 
losses. The commercial banks may therefore increase their 
reserve ratio more quickly through the sale of bonds than through 
the liquidation of the customer s paper. In times of emergency, 
however, the securities can be sold, if at all, at such heavy 
losses as to make liquidation impracticable. But it may bo 
contended that, in a crisis, no paper is liquid. 1 

It may indeed be argued that the desire to keep commercial 
banking assets liquid because the deposits are at call or at short 
notice is a survival of a state of affairs which has ceased to exist. 
Individual banks are no longer exposed, in the same sense as of 
old, to their depositors coming and asking them for cash. The 
method by which the public, if so willing, proceeds to withdraw 
savings from the bank has changed. As Mr. Robertson has 
observed, “At present if depositors want to withdraw savings 
from their bank, it does not take the form of asking for notes 
but of spending their money more rapidly.” *’ From the point of 
view of the banks as a whole nothing is withdrawn and there is 
practically no danger that anything will be withdrawn. 
“Though each individual deposit were payable on demand, the 
whole mass of deposits constitutes a mass of monetary obli- 
gations almost as fixed and immobile as the most stagnant type 
of banking asset.” Industry is now obtaining its current finance 
from funds raised in the capital market and even more out of 
profits put to reserve. Banks are, therefore, deprived of an 
important type of their business. In the circumstances a case 
for a ch a n ge in the policy of commercial banks with reference 
to industry is being put forward in man y quarters. lhus Mr. 
A. T. K. Grant in a recent publication, referring to the present 

t •« Social Aapecta of Commercial Banking Theory "-an article b, K. A. Bradford, io 

the American Economic Review, June, 1938, p. 219. 

» Minutes of Evidence, Committee on Finance and Industry, Voi. I. p. 
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tendency of British banks to remain holders of Government 
securities on a large scale, strongly urges them to reconsider 
their relations with industrial undertakings and the possibility 
of lending either directly or through associated financial enter* 
prises for longer periods than they are prepared to do at present . 1 
The danger of losing through this type of lending will not be 
greater than the risk of depreciation on holdings of long-term 
Government securities. 

Merits of Mixed Banking : 

This drift of commercial banks into the investment field is not 
without its advantages to industry. The history of German bank- 
ing furnishes ample evidence as to how commercial banks carried 
on industrial financing without serious risks and certainly not 
without success. Judged by results, the combination of banking 
functions has not also been unsuccessful in Denmark and Switzer- 
land. The deposit banks in Denmark have for a long time issued 
with success industrial shares and debentures and also made large 
loans against securities . 2 3 * As Mr. Whale has pointed out, “The 
industrialist is in contact with the bank through his ordinary 
banking connection in the investment market. The bank knows 
his business intimately ; it can help him with the capital he 
requires for its development either by undertaking an issue of 
shares and debentures immediately or by making an advance in 
anticipation of such an issue at a later date ; it can advise even 
as to the outlook in the investment market ; and finally when an 
issue is made, its influence with the investing public goes far to 
ensure the successful placing of the securities.” 8 

The mixed system of banking is not necessarily incompatible 
with sound banking. We do fully recognise that the primary 
duty of commercial banks is to look to the safety of the funds 

1 A. T. K. Grant, A Study of the Capital Market in Post-War Britain . 

3 A. M. Allen, etc., Commercial Banking Legislation and Control , p. 29. 

3 P. B. Whale, Lectures on English and Continental Banking (delivered March 96, 1931)» 

Journal of the Institute of Bankers , July, 1931, p. 387. 
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entrusted to them by the depositors. For that they have to keep 
their assets as liquid as possible. We are not for a moment 
suggesting the adoption by them of any policy that would lock 
up their short-term fundB, the demand deposits, in loug-term 
loans to industry. But the paid-up capital of the bauks, their 
surplus funds and the time and savings deposits represent 
resources which stand in a wholly different position from demand 
deposits; these are not subject to repayment on call. If capital 
•and reserves are relatively large in proportion to deposits, and if n 
considerable portion of the deposits constitutes time and savings 
deposits, a portion of these funds may perhaps be legitimately 
employed in the long-term financing of industry. Heal savings 
deposits represent investment surpluses of individuals and may, 
therefore, be properly used for fixed capital investment purposes. 
But an essential preliminary condition to the pursuit of this 
course with safety is the complete legal segregation of the savings 
bank department of a commercial bank, having its own hooks 
and balance sheets and separate special assets to meet the claims 
of its depositors. A much more legal and actual differentiation is 
also called for between time and demand deposits than exists at 
present. The possibility of confusing the two accounts must 
definitely be precluded. Time deposits may be made subject to 
90 days’ notice and the right to require notice should lx? obli- 
gatory and not merely optional. They should also be restricted 
to pass book type accounts and limited iu size to a certain maxi- 
mum. Only under such circumstances may the time and savings 
deposits be employed for long-term financing transactions, always 
taking care that such funds are held absolutely in the soundest 
fcssets. 

The seriousness of risks may be greatly reduced by the 
pursuit of a cautious and judicious policy ol carefully selected 
investments and by working in Syndicates. Among industrial 
securities, high-grade bonds having a wide and active market 
may be chosen, and the principle of diversification of interests 
may be followed carefully. The machinery of valuation 
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must be highly improved to guard against defective valuation, 
when advances are made on security of block of industrial 
concerns. Real estate loans should, however, be avoided 
as far as possible. They proved, it may be recalled, the 
weakest link in the recent American banking developments. 
There is a practice among certain banks of Europe to obtain funds 
for their less liquid investments by issuing 3 to 5 year deben- 
tures. For instance, theL’Union de Banques Suisses in Switzer- 
land derives part of its working capital from the issue of its own ■ 
bonds. The funds raised in this manner may also be legitimate- 
ly employed for industrial financing. 

Its Drawbacks : 

At the same time it must be remembered that there are 
certain serious drawbacks of any such change in the policy of com- 
mercial banks. The investments of the resources of the banks in 
bonds and other securities is doubtless highly profitable in 
the years of prosperity and boom but in the years of depression 
when prices of securities depreciate, they find that a considerable 
portion of their assets have not only become ‘ 1 frozen ’ ’ and un- 
realisable but that most of the value has disappeared. The 
deposit banks which had also become banques d’affaires found 
themselves in a hopelessly exposed position in the recent financial 
blizzard that swept from one end of the world to the other. The 
American banks, which had heavy commitments in the stock 
market either directly or through their investment affiliates, 
were seriously affected by the sharp fall in security prices. 
Dr. Goldschmidt has estimated that all told in the port- 
folios of commercial banks one-half to two billion dollars, 
of securities became seriously endangered and even completely 
frozen in the recent crisis. Even at the minimum quotations of 
1932, losses on these holdings amounted to more than one billion 
dollars representing about 10 % of the capital and reserves of all 
commercial bauks. 1 The French and Japanese banks bave also 

1 B. W. Goldschmidt The Changing Structure of American Banking , p. 105. 



POST-WAR TRENDS IN COMMERCIAL BANKING PRACTICE 103 

suffered tremendous losses owing to the pursuit of the same policy 
of heavy investments in industrial securities. In an earlier period 
(1920) the Swedish banks had to write off 700 million kronor 
mainly on account of industrial debts. 1 

There is another serious risk attending such practice. 
The policy of long-term investments is apt to be frequently 
carried beyond the limits of prudence. The banks will then 
be ^placed in a hopelessly unliquid position. In France, very 
recently the Banque Nationale de Credit broke down owing 
to a policy of impjudently immobilizing a considerable portion 
of its capital in industry and not sufficiently spreading out its 
risks. 2 At the same time it must be noticed that the other 
banques de depots which had taken necessary steps to strengthen 
the liquidity of their position at the first signal of the approach- 
ing financial crisis were not so badly affected. The disastrous 
consequences of imprudent management are also illustrated 
by the difficulties of the Austrian Creditanstalt which are 
directly traceable to its being inextricably involved in the 
fortunes of Austrian industry. The recent activities of the 
American banks in the stock and the real estate market clearly 
demonstrate where this policy of mixing functions may ultimate- 
ly lead the commercial banks. They fostered a spirit of specula- 
tion all over the economic structure which ultimately became 
“ an epidemic and one so virulent that none of the usual anti- 
toxins could stop its course until it had driven stock exchange 
quotations and real estate value to dizzy heights, placed several 
billions of very questionable home and foreign securities and 


i •• Banking and Industry in Sweden "-an article by K. Weh. fi Rargar in The 
Timet Trade and Engineering Supplement, Banking No., June 30, l»i!s, p. 1!». 

* The Bank bad made large advances to the Comptoir Lyon Alcnon. . K " m 
difficulties in September, 1931, and a run on it began. Ibe Stotc bad to rnier ere, ci 
a guarantee fund. Early in 1932 it was decided to wind up the waututio > an. . 

business to a new company, the Banque National pour Is Commerce et " u 
coital was gnaranteed by a Syndics* M*. ^L°M.^du^n 
Lyonnais, etc.— The Staliit, Int. Banking See., Nov, J-, 1 * 
mercial Banka 1925-88, (League of Nations), Geneva, 1984. P- W. 
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lolled an increasing number of people into the illusion of paper 
riches and paper profits.” 1 * * Banks in America rushed recklessly 
into the investment field. As a result many of them became 
hopelessly waterlogged with long-term bonds and real estate 
loans which were absolutely unrealisable and had to shut their 
doors. Even Federal Beserve Banks could not render any 
assistance to the distressed institutions as their real estate 
holdings and bond portfolios were not eligible as a basis of lean 
with the Beserve Banks. In connection with these bank 

. failures some startling disclosures have been made as a result 
of Congressional investigation which show that various illegalities 
and excesses were committed by the more speculative banks 
and their numerous affiliates. Affiliates, for instance, were very 
frequently employed by the banks to give their own stock an 
activity and popularity which they did not possess. “ Some 
entered into speculative commitments for the short or the long 
run, some financed stock operations of officers and directors of 
parent banks, others muddled in real estate operations and often 
manipulated the stock of the parent banks buying and selling 
and participating in pool operations.” These activities are 
calculated to earn enormous profits so long as there is an upward 
tendency of the market but must end in losses as soon as the 
market falls. The panic of 1929 was “ essentially a stock market 
convulsion ” produced by the speculative activities of the banks 
and their subsidiaries. 8 

Recent Reaction — the Drive Against Mixed Banking : 

The American Banking Act of 1933 took a serious view of the 
speculative activities indulged by the banks and their affiliates. 
The American public’s fingers had been badly burnt and the whole 
development had come to be universally condemned. The Act 

1 B. W. Goldschmidt, The Changing Structure of American Banking , 1X83 p. 06. 

* “ Speculative Activities of American Bankers**— an article by H. P, Willis in tbs 

Banker t February, 1031, p. 186, 
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appears to be vitally concerned with the dispersal of the menace 
of the banks’ security affiliate; and a considerable portion of it 
has been occupied with this particular question. 1 Under its 
provisions commercial banks must divest themselves of their 
interest in any investment affiliate and must shun all issuing and 
underwriting activities. The Act endeavoured to bring about 
a complete divorcement between commercial and investment 
banking not only by tabooing the security affiliates of the 
commercial banks, but also by providing measures which are 
designed to keep investment banking strictly within its legitimate 
province and restrain it from infringing on commercial banking. 
Thus it was not only prescribed that after one yeir of the passage 
of the Act no member bank might be affiliated with any institu- 
tion engaged principally in the issue, flotation, underwriting, 
public sale, or distribution of stocks, bonds, debentures, notes or 
other securities ; but investment bunks were also denied the 
right to receive deposits subject to cheque or to repayment on 
presentation of a pass book, certificate of deposit or other evidence 
of debt upon request of a depositor. Inter-locking directorates 
were declared unlawful and no officer of a member bank would 
be permitted to become a manager, director or other officer of an 
investment house. 1 The Banking Act of 1935 provided that the 
total amount of investment security of any one obligor held by a 
national bank should not exceed 10 per cent, of its capital and 
surplus. 8 

The segregation of commercial banking from investment 
banking proper has not been peculiar to the United States alone. 
Indeed one of the most remarkable trends of commercial banking 
in the years after the crisis has been the displacement of mixed 
banking ” not only in countries where the functions, originally 


1 Sece. 16, IS, 90, 82 and 38. , „ , , t . . . 

* ** The Banking Act of 1083 "-an article by B. B. We.terfi.Id .n the Journal 0 / 

Political Economy, December, 1933. . . . . „ . 

» “ The Bnnldnar Act of 1986 "-an article by H. H, Prtrtcn m lb. Journal 0 / PoUluul 

Economy, December, 1986. 
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.separate, became mixed up in the post-war years but also in 
countries which have been the traditional homes of such bank- 
ing. In Germany, it will be recalled, recent legislation has 
.definitely curbed the investment banking activities of the German 
banks. Under the German Credit Act of December 5, 1934, 
stocks other than permanent participations, and bonds not admit- 
ted to German stock exchanges that are owned by a credit institu- 
tion shall not exceed a given percentage of its liabilities. Real 
estate holdings or permanent participations shall not also exceed 
the capital of such institution. 1 In Belgium from 1st January, 
1936, all deposit banks, i.e., “those, whose business it is to 
accept funds at interest payable within two years” have been 
prohibited from taking shares or participations in any commer- 
cial or industrial enterprise and those who were holding 
.industrial securities were required to give them up before that 
date. 2 Swedish Banks which have played an important part in 
the provision of long- term industrial finance have been f( rbidden 
under the Bank Act of 1933 to acquire shares and lend on 
security except under certain specified conditions. In another 
■country, Italy, where there was a banking tradition of long-term 
financing of industry, recent changes in banking strikingly 
illustrate the same tendency towards a complete separation of 
functions. The law of 1935 has prohibited the Argentine banks 
■to hold for a period longer than two years after their purchase in- 
dustrial shares or debentures to an amount exceeding 10% of their 
capital and 25% of their surplus and to participate in industrial, 
commercial or agricultural enterprises of any type." 

A survey of recent banking legislation in various countries 
discloses further an almost universal tendency to restrict owner- 
ship of real estate except bank premises. The case of Germany 
has already. been mentioned. In Sweden banks may not acquire 


1 Sec. 17 (1) and (2)— Fed. Reserve Bulletin , January, 1935, p. 83. 
f A. M. Allan, etc,, Commercial Banking Legislation and Control f p. 86, 

8 Ibid., pp. 27*28, 
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tte^l estate except as a result of foreclosure but must dispose of it 
as soon as possible. In Denmark ownership of real estate other 
than bank premises has been restricted to 20% of the banks’ 
capital. In Italy all proposed purchases of real estate have to be 
submitted to the Bank Inspectorate. 1 In America, no doubt, the 
terms on which national banks can make real estate loans have 
been somewhat liberalised by the Banking Act of 19: 15. They 
have been permitted to lend against real estate for a jieriod of 10 
years against a maximum of 5 years formerly and under certain 
conditions up to 60°/ o of the estimated value of the property 
against 50% formerly. The aggregate amount of real estate 
loans to be made by national hanks has also been increased from 
50% of their time and saviugs deposits or 25% of their capital 
and surplus to 60% of their time and savings deposits or 100% 
of their capital and surplus whichever is greater. 2 But this is 
against the main tenor of recent banking legislation. The disas- 
trous experience of American banks with such loans during the 
last boom does not certainly warrant such relaxation of law. 

Speaking in 1931, it was argued by Mr. P. B. Whale that 
the advantages of the mixed system to industry might perhaps 
be best secured without exposing the depositor to any greater 
risk than he ran under the British system by the association of a 
deposit bank with an affiliated financing and issuing institution.* 
It is needless to say that the mixing up of the accounts of the 
two associated concerns should be scrupulously avoided. We 
have already noted the remarkable tendency on the part of 
American and French commercial banks to establish these sub- 
sidiary comp an ies to carry on transactions hitherto considered to 
be outside the sphere of their activities. In Italy also the same 
kind of association of a commercial bank with an affiliated 

* Allen, Dark, ete., Commercial Banking Legislation and Control, op. nt. 

* “ The Banking Act of 1035 an article, by H. H. Preston in ibe Journal o/ Mica! 

Economy, December, 1986. . . .. ... 

* P. B. Whale" Lectures on English and Continental Banking delivered Merc ». 
1981), Journal of the Institute of Bankers, June, 1981, p. 890. 
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financing institution has been achieved in another manner. In 
America and France commercial banks established subsidiaries 
to carry on investment banking functions, while in Italy they 
are tending to shed their mixed banking character by forming 
affiliates to engage in industrial participations. When in 1930 
the Credito Italiano was merged with the Banca Nazionaie di 
Credito, it was decided that the former should specialise in 
banking business proper and the latter in long-term industrial 
financing. 1 * * By another agreement the industrial investments 
of the Banca Commerciale Italians were taken over by a financial 
company, viz., the Societa Finanziaria Industriale Italians. 8 It 
may be recalled that the establishment of subsidiary companies 
has similarly tended to bring about a separation, and not 
a fusion, of banking functions in Germany. When the credit 
banks swerved round once again to deposit banking on the lines 
of the pre-war English system, special investment companies 
came to be established by them. 8 Prof. Henry Clay addressing 
the Manchester Statistical Society in 1932 also suggested that 
British banks might consider the possibility of forming security 
affiliates on American lines for the purpose of providing long- 
term capital to British industry. The suggestion was warmly 
endorsed by the Economist, though the paper stressed the 
importance of studying closely the implications and consequences 
of the American system of security affiliates. 4 But the inherent 
dangers in the operation of the security affiliates were clearly 
exposed during the inflationary period in America culminating 
in the stock-market crash of 1929, and we believe that their 
establishment is calculated to do more harm than good* 
Following the collapse, as already noted, further defects have 
been brought out in their plan of operation. The disastrous 
consequences of the speculative activities of the American banks’ 

1 The 8tatiet 9 International Banking Section, November 12, 1982, 3 704. 

* The Statist, 7th end 14th November, 1081. 

* P. B. Whale, Joint-stock Banking m Germany, pp. 272-78. 

* The Economist , Mereh 12 end April 80, 1902. 
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Wu : 

affiliates are still fresh in the public memory and must be taken 
into account when recommending tbeir formation by the com* 
mercial banks of any country. The manner in which they 
entered into an orgy of speculation and involved the parent banka 
in enormous losses shattered all confidence in American banking. 
For all these reasons we hesitate to make any recommendation 
for adopting a similar policy of establishing security affiliates by 
commercial banks. We have no doubt that neither Prof. Clay 
nor Mr. Whale would ever have approved of the establishment of 
security affiliates if they were speaking in 1933 after the wild 
and nefarious activities of the American subsidiaries had been 
exposed to the full blaze of publicity as a result of Congressional 
investigation. 



CHAPTER V 


Problems of Industrial Finance in India : 

Banks and Other Factors in Indian 
Industrial Financing 

The relationship between banks and industry having been 
examined, an analysis of the main problems of industrial finance 
in India may now be attempted. The principal agencies for the 
i supply of industrial finance in the country are, (1) Joint- stock*' 
J banks, (2) Managing Agents^ (3) The State, (4) Local banks"' - ' 
and Loan offices, (5) Indigenous bankers and money lendersT 
Deposi ts from the public also for m an important sourc e of finan ce 
in the oolton mill ipdustry in some centres. Am ong all these 
factors, the Managing Agents play the most important part and 
constitute a unique. feature of India’s business organisation. 
Atfith the passage of the StaJfcAid„t£L Industries.. Ants in t£e 

rfl I.-..*. *, 

v various provinces in the country, the State is also._tlkin^_an_ 
j increasing interest in the financing of the industries fit. India.' 
1 A detailed examination of the managing agency system in all its 
aspects will be made in the next chapter. A study of the 
part played by the State in the provision of industrial finance 
and an analysis of the working of the State-Aid to Industries 
Acts in the different provinces of the country will be made in a 
subsequent chapter. A review of the recent activities of the 
State elsewhere in the same direction will form an interesting 
and useful background for such a study and will also be 
attempted later on. The present chapter will be devoted to an 
examination of the main problems of industrial finance in India 
and the part played by the banks and other factors in provid- 
ing it. 
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.a In the western countries the question of providing initial 

capital and that for extension and reorganisation of industry has 
assumed in recent years important proportions, and the, fiJEfiblgn 
of f nrniBhing workin gcapital to industry is.onl> subordin^t* 
that. The demand for short-term industrial credit has been met 
there fairly adequately and cheaply. The complaint on the part 
of i ndustry is chiefly about long-dated capital. But the problem" 
of industri al finance in India is not limited to the provision of 
lo ng-term capi tal alone. The insufficiency of working capital 
and Jhe hi gh cost of such as is available arc unimportant 
element in the problem of industrial finance here. While the 
attention of western countries to-day lias l>een principally 
directed towards solving the problem of long-term industrial 
finance, India is concerned with the question of both short and 
long-term financial facilities for her industries. 

Indian industry has to labour under specially great diffi- 
culties to raise its requisite long-term finances, whether for initial 
capital expenditure on land, machinery and buildings or for 
development, extension and reorganisation. The Indian invest- 
ing public are proverbially shy and are reluctant to make direct 
investments in industry. Land constitutes perhaps the moRt 
attractive field for investments in India. Even those who seek 
other avenues of investments show a remarkable preference for 
government securities, municipal and port-trust loans and postal 
cash certificates, rather tliaD for industrial shares and debentures . 1 

Th e bankin g system is .modelled closely on the lines .of the 
pre-war English deposit banking which has a long traditiuu^if 
maintaining an attitude of aloofness from industry ; and as such 
it is not at all equipped for the provision of long-term finance to 

industry. She. has not the continental system of banking^ 

organisation nor does she possess the issyfi, JiflMg fia, ,. flL Englandf 
or the Investment banks of the United States of America l 
Industries in India are unable to have their shares and deben- 

* Report of’tbe Indian Central Banking Boqoi-y Committee, Voi. I, Part I, p. ♦*!. 
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* tores underwritten as is commonly done in the West . One or 
■ two wealthy financiers or firms of brokers may have occasionally 
underwritten the shares of some industrial companies. But 
there are no firms or groups of capitalists who make a regular 
business of underwriting industrial securities. There have even 
been instances in recent years where the promoters of certain 
public utility companies failed to get their issues underwritten 
on any terms. 1 Insurance companies are large insti tu tional 
iqjrestors of industrial fin ance elsewhere. I d Japa n and the 
^United States particularly they have played an important part in 
the provision of long-term finance by investing in mortgages on 
real estate and on factories as well as in industrial securities. 
The table given below showing the investments of insurance 
companies in Japan illustrates the various ways in which they 
have furnished this long-term finance 8 : — 


Year. No. of 

Insurance Cos. 

Mortgages on 
real estate. 

{In thousands of Yen ) 

Mortgages on 
factories. 

1089-88 ... 89 

82,070 

118,886 

Loans on securities. 

Stocks. 

Debentures. 

990,418 

382.179 



The investments in the National and Local Bonds were 
only 212,727,000 yen. In the United States the funds of life 
insurance companies are frequently placed in mortgages and 
unlisted securities which are not particularly marketable but 
which afford a good yield.* In England also the distribution of 
insurance companies’ investments (1934) shows that between a 
quarter and a third of their funds are in the form of securities 
in railway companies and industrial enterprises. The tendency 
towards an increased holding of industrial securities has mani- 
fested itself since 1920 and has been accentuated in recent years. 4 
« 

1 Replies to a special questionnaire, Calcutta Block Exchange Association. Ltd«*--Indian 
Central Banking Enquiry Committee, Vol» II# p. 688, 

1 Thirty-fourth Financial and Economic Annual of Japan, 1984, pp* 119-18. 

* C. P. Biddle and G. E. Bates# Investment Banking , pp. 11-18. 

« A. T. K. Grant, A Study of the Capitol Market pn PosUWar Britain m [i9S1) f fp. 189*90, 
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In In dia, on the other hand, insurance companies have alwaysput 
th o_ bu lk of their funds in government or semi-government securi- 
ti es and have generally avoided industrial securities and reajjBfij^ ' 
mortgages. It is only in recent years that they have been taking i 
an interest in the latter and the. percentages of their investment in I 
shares in Indian companies and mortgages on property have been j 
increasing. But the majority of insurance companies in India 
have very little to do outside government, port-trust and munici- 
pal securities, and 70% of their asssts are still invested in them.' 
Under the provisions of Sec. '27 (1) of the recent Indian Insur- 
ance Act,® the insurance companies of our country will be 
compelled to invest 55 pe r cent, of their liabilities to holders of 
life insu rance policies in government and government-approved 
securities. It will reverse whatever tendency they may haver 
shown in recent times to function as providers of long-term 
capital for industry. 

Methods of Raising Fixed Capital for Indian Industry : 

The financing of fixed capital expenditure of industry is, 
as elsewhere, sought to be done out of paid-up share capital, s 
The bulk of this paid-up capital is ordinary or common stock. 
Preference^ shares h ave been issued in some cases but they arc 
not very popular. in India. It appears that jute mills have relied 
more than the cotton mills on this source of financing. Out of 
the 59 jute mills given in the Investors’ India Year Book 
(1938-39) as many as 52 issued preference shares. Tire amount 
of capital raised by means of preference shares formed nearly 
34% of the total capital of the mills. Only 25 cotton mills out 
of 60 Quoted issued preference shares amounting to 18 2 ^ of the 
total paid-up capital. In the tea industry out of 130 c0 »T a ™« 
only 25 issued preference shares amounting to Its. 76,35,000 


1 In 1921, 1*5% of their amts wee mteeted in .b.r^of WUa 
in mortgages. The percentages in 1936 rose to 6 77 and • P* 
Calcutta Review Jane 1939, p. 938. > 

* The Indian Insurance Act, 1939, Sec. 97 (I). 
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while their ordinary shares were valued at Bs. 4,82,11,400 and 
the preference shares, therefore, formed only 14% of the total 
capital. 1 Of the 28 sugar companies whose shares are quoted in 
the Calcutta Stock Exchange only seven have issued preference 
shares (amounting to 8‘2£ of the total capital). In the iron 
and steel industry, the Tata Iron and Steel Co., Ltd., is a 
remarkable exception in that it has raised 70% of itB share 
capital by means of preference shares. 

As regards debenture finance, itia also i nteres ting to note] 
that unlike European countries, industries. Jn India have not] 
^ been able to resort to this form of finance to any very jjreat \ 
extent. Debentures have always constituted an important source 
out of which industrial concerns in western countries have 
derived the necessary funds for meeting capital shortage in block 
or the expenditure for extensions and replacements or even normal 
working expenses. In India, in some cases , extensions and 
replacements of plant and machinerj have no doubt been financed 
v by the issue of debentures. But they are, as a rule, limited in 
vogue and constitute here a very small proportion of the total share 
capital of industrial enterprises. The following table brings out 
1 in striking fashion the insignificant part played by debentures in 
industrial financing in India 1 : — 

Joint* Stock Companies Joint-Stock Companies 

in Calcutta fist. in Bombay list. 

Share Capital Bs. 76*37 crores Bs. 52*83 crores. 

Debentures 8*65 „ 1761 fi 

Out of 59 jute mills quoted in the Investors’ India Year Book 19 
bad debenture capital aud the percentage of debenture to total 
capita] was 10. Out of 60 cotton mills quoted only 16 issued, 
debentures which represented 15‘6% of the total share capital. 
In the tea industry debentures formed 4% only of the share 
capital. In the sugar industry the proportion of debenture to 
paid-up capital is higher than in any of the above industries. 
It is 22‘9% of the total capital. 

i Investor*’ India Tear Book, PUoe, Bidden* A Sough, 1938-39. 

* Indies Centre! Ranking Enquiry Committee, Vol. I, Pert II (Minority Report), p, 386. 
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''f5i ' 

f | * * ^6 relative insignificance of debenture capital in India is 

dne to a variety of reasons. Mr. (now Sir) K. M. Macdonald, the 
Managing Governor of the Imperial Bank, made the point before 
.. *** IndiaD Centraj jganMng Enquiry Committee that debentures 
were n ot a popu lar method of investment with Indians, because 

tnojt o f the Indian investors had an attraction for speculation. 

* T he favour i te c onsideration with them was capital appreciation 
ra ther than st eady yield. Debentures, as a rule, offered little 
‘ prospects for capital appreciation and therefore proved unattractive 
to them. 1 There may be a class of speculative investors whose 
only consideration is capital appreciation hut that is not the 
entire explanation of the unpopularity of debentures. It does not 
explain the enormous amount invested by the Indian public in 
government securities, postal cash certificates and municipal and 
port-trust loans. The prospect of appreciation in value of such 
securities is not at all large, yet they attract a considerable num- 
ber of investors. The unlikelihood of capital appreciation does 
not count mu ch. It is the nature of the security offered which 
c ounts . When the security is satisfactory and the yield is Bufii-j 
ciently attractive^-the public will subscrilar readily. In Calcutta, 1 
jute mill debentures have proved an attractive field for investment. 
Jute mills have been here able to issue debentures at rates almost 
as cheap as those for government loans. The rate current for 
jute mill debentures in 1929 was 5J%* which was only one-tenth 
per cent, higher than the rate payable by the (lovenimcntof India 
for its loans and nearly -\% cheaper than the rate paid by the 
Bombay Municipality. 2 Sound jute mill debentures have often 
commanded a price which gives an even smaller return than is 
available in some government securities, lhc debenture issues of 
jute mill companies even under Indian managing agents, such as 
those of the Hukumchand Jute Mills and of the Birla .lute Manufae- 

* Statement of Evidence of Mr. E. M. Macdonald, India® Cen.rel B.nki»* Rnqefcy 

Committee, Vol. H, p. 336. 

* The Capital, 19th September, 1939. 
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taring Go., have been sold without much difficulty. Debentures 
of tea companies are also sought after in Calcutta. 1 * * 4 Debentures 
o f cotton mil ls have not, however,, been so popular a-methodLof 
investment in Bombay. This is entirely due to the low state 
into which the industry fell in recent years. Until the prospects 
of Bombay mills waned, debentures were even more current than 
in Calcutta. 1 

The payment of i nitial stamp duty has often been considered 

to be a cause of the u np o pulari ty of debentures. In addition to 

the usual interest, the industrial company issuing debentures has 
to pay the initial legal and stamp charges (f % plus charges for 
registration) and also an underwriting commission varying from 
2 to 5%'. But the question of initial stamp duty has hardly any 
bearing on the popularity or otherwise of industrial debentures. 
No stamp duty has to be paid on debentures by the purchaser 
unless they are in registered form, of which there are not more 
than about half a dozen in Calcutta. The stamp duty in that 
case is the same as for share transfers. 8 

The true reasons for the unpopularity of debentures must be 
sought elsewhere. In the first place, there are no issue houses in 
India to help the debenture issuea. There are no institutional 
investors which could take up the- debenture issues of various 
industrial companies. The Imperial Bank of India Act of 1920 
did not permit the Bank to hold them, although that restriction 
has recently been removed on the establishment of the Beserve 
Bank and the consequent passing of the Imperial Bank of India 
(Amendment) Act, 1934.* The other joint-stock banks do not 
take to them as there is not always a ready market for their 


1 Evidence of Exchange Bankers' Association, Indian Central Banking Enquiry 
Committee, Vol. Ill, p. 328. 

* * Statement of Evidence of Mr. F. E. Dinsh&w, Indian Central Banking Enquiry 
Committee, Vol. II, p, 466. 

S Calcutta Stock Exchange Association : Replies to a special questionnaire. — Indian 
Central Banking Enquiry Committee, Vol, II, p. 682. 

4 Seo. IS (I) of the Imperial Bank of India (Amendment) Act, 1234. 
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disposal. The size of most of the debentures is small and . they 
are up almost entirely by a limited gro up of financiere. 

The majoritj of the debentures issued Jby cotton, mills in Bombay 
wereteken up by Indian princes and wealthy merchants. An 
issueof debentures worth Its. 25 lakhs by the Simplex Mills was 
entirely held by the Chartered Bank.' I’nder the circumstances 
no re al market is created for the issues. The debentures of the; 
TattT Iron and Steel Company and of the Tata Hydro-Electric! 
Company are two of the few exceptions where they have a regular 


market. 

The attitude of the banks has perhaps been most responsible 
for the unpopularity of debentures as a method of industrial 
financingjn the country. The proceedings of the Indian 
Central Banking Enquiry Committee proved beyond the 
shadow of doubt that industrial concerns which had issued 
debentures were not looked upon with favour by the hanks. 
Their credit" with the banks became impaired and they lound it 
difficult to secure bank loans and cash credits on the usual terms. 
It must be a very narrow view, as Dr. Jeidels observed, that 
simply because a concern was not exclusively financed by its 
share capital, it was not eligible for banking accommodation. 

In the' western countries there arc noticeable, in recent 
years, two unmistakable trends in industrial financing. During 
the period 1925-31 preference shares gained increasing popu ari y 
among invertors in the Wert. There «» an ™.l: 

tendency among the public to invert their savrage ... I**™-* 

ratheiTthan in ordinary share, which have to carry .he 

The 'T*?'*** , e ‘ "21 

of business corporations according y un erwiir 

change. In the United States, preference stocks 

241% of common stocks while the, had formed only U >i 


_ , Ranking Enquiry Committee, Vol. HI, 

1 Evidence of Mr. A. D. Shroff, Inin* Central Bank.n* * 4 

p. 906. T ,. Bankinu Enquiry Committee. 

* Dieeueeione with Foreign Expert *, I»d»» 

Vol.IV, p. 168. 
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in 1924. Similarly in the United Kingdom, the percentage of 
preferred to ordinary capital rose from 56*5% in 1924 to 56*4% 
in 1929. 1 This relative increase in preference shares was partly 
the outcome of the prevailing economic conditions of a disturbed 
period which increased the general insecurity of business 
enterprises. Investors were generally unwilling to face the 
full risks which the holding of ordinary shares must imply 
and were guided by considerations of “ safety ” rather than 
of “ yield.” But “ the tendency is also partly the result of an 
increase in the number of smallshare-holders and in the amounts 
of capital accumulated by financial institutions such as insurance 
companies owing to widely dispersed small savings.” 

There was also a general tendency among capital importing 
countries in the West for debentures of business corporations to 
increase in relation to owned capital. In Germany, for instance, 
the proportion of debt obligations to capital increased between 
1925 and 1929 from 57*1# to 84*2# and in Hungary between 
1927 and 1929 from 78*1% to 99*2%. Even in the case of the 
capital exporting countries the absolute, though not the relative, 
amount of indebtedness increased substantially as in the case of 
the United States or was well maintained at practically the same 
level as in that of the United Kingdom. 2 When the boom came 
to on end in 1929, industry in general had to carry a much 
heavier load of debt than in the preceding years of prosperity. 
The earnings rapidly shrank in the depression years but the 
fixed charges upon this debt remained as a heavy burden upon 
industry and took a big slice out of the diminishing profits. 
The capital invested in equities may be deprived of its dividends 
but the debt charges have to be paid at all costs to avoid the 
risks of default. 

It would be interesting to contrast these recent trends in the 
industrial financing of western countries with the position in 

1 The World Bomomic Surety (League of Nations), 198848, p. 140. 

• Ibid., pp. 188-89. 
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India. It is unfortunate that figu res for ord inary and preference > 
C apital and for de bentures of -Indian joint-stock companies are ^ 
not available separa tely. The percentage of preferred to ordinary 
stocks and that of debentures to paid-up capital in the case of 
business corporations as a whole cannot, therefore, be arrived at. 1 
But from a study of the position in the case of some represents- 
t ive indust ries such-os. cotton, jute, tea and sugar, there appears 
to be no evidence that the proportion has increased either in the 
case of preference shares or in that of debentures. In the case of 
the tea industry, for instance, for which detailed figures are 
available, the position in regard to debentures and preference 
shares is as follows : — 


For the year 

PreO Shares. 

Ord. Shares. 

Debenture*. 

1925 

25,20,000 

2,58,36,000 

8,29,000 

1926 

25,20,000 

2,59,48,1.50 

6.80.000 

1927 

25,20,000 

2,60,58,150 

6,00,000 

1928 

25,20,000 

2,61,08,150 

5,65,500 

1929 

25,20,000 

2,57,48,150 

4,68,500 

1930 

25,20,000 

2,56,48,150 

4,68,500 


The amount of preference shares has remained constant while 
debentures have declined relatively to total capital. A well- 
known firm of siock and share brokers in Calcutta has also 
informed the writer that the trends observed in the caseof 
western countries during 1925-31 have not been noticeable itj 
India.* There has been here no tendency to construct companies 
witha relatively large proportion of debentures, although there 
have been notable exceptions in connection with one or two 


* TM writer approached the Director-General of Commercial Intelligence end SUtieticn, 
Government of India, for ibe necoaaary figure* hot '0 > letter, dated the 9th September, MW, 
bo regretted that the fignree were not available. 

* So u rce : Meeart. Place, Siddooa and Gough, Stock nod Shorn Broken, Coloutto is 


their letter to the writer, doted the 6th February, 1986. 
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sugar companies which have been constructed with an unduly 
heavy proportion of debenture capital. 

In India, the absence of any tendency for debentures tot 
grow in relation to owned capital has relieved industrial enter- ] 
prises of the same depressing influence upon their profits that 1 
was noticeable in western countries during the depression 
period. In the case of the few sugar companies which were 
constructed with an unduly heavy proportion of debentures, it 
has been observed, especially Bince the imposition of the new 
excise duty, that estimated profits have not materialised and they 
now find themselves loaded with debentures for which it is 
difficult to provide the interest. 1 * * 

Problems of Long-Term Industrial Finance : X? 


(jThe difficulties of obtaining initial capital for industry, 
though no doubt very great in the present circumstances of India, 
have been perhaps over-stressed. Industries floated on sound 
lines and showing reasonable prospects of success have not been 
unable to secure the financial support of the investing public. 
This view is endorsed by the evidences of the Bengal Chamber of 
Commerce,* the Exchange Banks Association 8 and'the Imperial 
Bank of India 4 * before the Indian Central Banking Enquiry 
Committee. It is further supported by the recent representa- 
tions of the Bombay Shareholders’ Association before the 
Government of India regarding amendment of the Indian 
Companies Act.® The larger industrial un dertakin gs, specially 
those under the management of well-known fir ms of ma nag- 
ing agents, .have hardly experienced any difficul ty in, .raising 


the necessary amount of their share capital... Th e imprimatu r 
of managing agents has no£ always been necessary. The 


1 Letter to the writer from Messrs. Place, Siddons sod Gough, op. ott. 

* Indian Central Banking Enquiry Committee, Vol. II, p. 479. 

S Ibid., Vol. II, p. 625. 

* Ibid , Vol. I, Part I, p. 968. 

* Indian Companies Act : Case for Amendment , p. 2, 
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Dhakeswari Cotton Mill which is not under the ayatom of 
managing agents experienced no difficulty in raising the 
whole of its share capital. 1 In the case of the protected 
mdu8tnegjike_8ugai and matches there has also been noJaduof 
interes^njhp^artj)f the investing public and in several instances 
thejharejjapital has been wholly taken up withiu a short period 
of its iss ue. Industries which have offered high rates of 
dividends have not failed to attract investors and in the tea 
industry, we have the testimony of a well-known tea magnate, 
shares were often oversubscribed. 2 * * * During the boom fieriods, 
it is well-known, tbe activities of the Indian public in the stock 
market were even as great as those of any other public in the 
stock markets of any other country. In the hectic years of Hie 
post-war boom enormous funds were freely invested in iudustry 
as will be evident from the figures given below, showing the net 
capital invested in joint-stock companies during 1920-21 and 
1921-22 8 : — 


Its. 

1920-21 — 41 ‘2 crores. 


1921-22 — 6G‘l crores. 


A good pr oposi tion has seldom lacked the support of the investing 
public. Whenever ithe investors regard in their own way that a 
conce rn is likely to be successful and promising, funds have 
flown freely. The jute, cotton, tea and coal companies which 
could give some assurance of success have always attracted the 
investors. Even in the case of a pioneering enterprise as the 
steel industry, the public have not failed to respond. It is 
indeed surprising that the Indian public have still been coining ? 
forward with their purse, although they have been subjected to*, 
severe losses owing to the numerous liquidations of joint-stock , 


1 Indian Tariff Board, 1081 : Evidence of Mr. A. B. Quha. Mending Dire. tor. The 

cement companies also were able to raise their capital without tbe help of managing igcou. 

* Evidence of Mr. (now Dr.) Rahman, Bengal Provincial Banking Enquiry Committee, 

* Tmilmfi fii,werwi Banking Enquiry Committee, Vol. J, Part I, P- W>. 

16 1998B 
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companies in the post-war slump and the enormous bank failures 
of 1913-17. 

There is no doubt that business outside the usual lines! 
untried and untested, has no attraction for the investing public Jj 
but this is true not only of India but also of every other country.! 
The problem of r aising initial capital is more acute in the c ase of 
smaller concerns in the larger industries and in th e medium-size d 
an d smalle r businesses generally. Such enterprises have, it has 
already been noted, felt severe handicaps in raising their initial 
capital elsewhere where the capital market is highly organised. 
They must experience uncommon difficulties in India where the 
capital market is not organised at all and issue houses and 
underwriting firms are conspicuous by their absence. Bice 
mills, soap factories, collieries, oil mills, hosieries and a host of 
similar medium-sized and smaller enterprises are unable to 
obtain the necessary initial finances for meeting the fixed capital 
expenditure on purchase of land, installation of machinery and 
erection of factory buildings. If they are run on individual 
proprietary basis, the limits of the personal investments of the 
owners are quickly reached. Even when they are owned and 
managed by joint-stock companies, they do not fare better in the 
matter of securing the initial capital. Generally s peaking, _the 
realisations from their share flotations fail to^jneet their 
requirements for fixed capital expenditure. 1 

Problems of long-term industriaFfinance, however, are not 
confined to the raising of inital capital by means of share 
flotations. A more important group of problems is connected 
with the question of obtaining fairly long-term financial fa cilities 
during the development period of a business. The amount that 
is realised by the selling of shares is soon exhausted in acquiring 
the land, setting up the factory, installing the machinery and 
providing other equipments. The concern is faced with the 
acute problem of finding the requisite funds to develop and carry 

I Statement of Evidence of tbe Bengal National Chamber of Commerce, fbdian 
Central Banking Enquiry Committee, VolTlI, p. 484. 
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v.;' '>■ 

on the business, till it becomes & paying proposition* In some- 
industries several years might elapse before the concern is able! 
to come to this stage. A reference to tea gardens finance in 
Bengal and Assam brings into clear relief the "difficulties 
experienced by Indian industries generally to obtain the necessary 
long-term finances during the development period. By its very 
nature the tea industry requires considerable initial capital 
expenditure. A garden to be worked economically should have 
an average size of at least 500 acres. The acquisition of land 
costs nearly a lakh of rupees. The expenditure on account of 
machinery runs to another lakh. There is further expenditure 
to be met for construction of roads and bridges and for building 
bungalows for managers and quarters for labourers. Besides all 
this expenditure, a considerable amount has to be incurred for 
opening out and carrying on an estate before it becomes a paying 
proposition. The garden begins to yield crops from the fourth 
ye ar and become s a .paying proposition in at least the sixth or 
sev enth ye ar. The cost of opening out a garden has Ihtii 
estimated to be between Rs. 1,500 and Rs. if, 000 per planted 
acre. 1 Besides the three and half lakhs required for meeting the 
initial fixed capital expenditure an almost equal amount has to lie 
incurred without any return during the development period, it has 
been found by experience that an Indian tea company is generally 
able to raise abo ut 3 lakhs of rupees by floating shares and .. 
he nce the subscribed- - eapital does not provide more than 50% of 
the, entire ^nfinnnt — required. 2 The funds obtained from this 
source are exhausted in the course of two or three years in 
purchasing t land and machinery and erecting buildings. Sooti . 
the gardens* have to seek finance from outside sources to meet 
the ex penses of jhe development period. A legal and equitable 
mortga^ tb^Jroperty, garden and machinery has to be 


* Bvidcne. of Mr. B. S. Roffey.-Proceedings of tbo Aaa.m P«onn«.l Broking 

Enquiry Committee, Vol. n, p. 262. T .. 

* Evidence of Bepreientitivei of Indian Tea •Ptantera AanoeiaUoB, 

Banking Enquiy Committee, Vol. ITT, pp. 675-76, 
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executed and the loans are raised on this mortgage from loan 
offices, Marwari merchants and other money-lenders for a period 
of 7 to 10 years. 1 * * * * The rate of interest va ries from 12 to 2.1% in 
the case of advances from indigenous bankers and money-lenders 
and is a little lower (varying from 9 to 12%) in the case of those 
from loan offices or local banks. 8 In Assam the interest charged 
by the local Eyah firms for such advances is 1 2% .* No joint-stock 
bank will ordinarily lend against the mortgage of such property. 
There is also no other organisation which can make advances 
for a fairly long-term on the security of the fixed assets of 
industry. Under the circumstances the rates of interest are 
unduly high and the guarantee of the ma nag i ng a gents or 
directors is to be given jp addit ion. A wor se. .feature, is t hat 

loans even on such terms are , not availabje readily to the 

borrowers. The newly established concerns become sorely 
handicapped and are compelled in many cases to cut down their 
development programmes. Mr. E. S. Roffey, who had extensive 
experience of tea gardens finance, rightly observed that the 
most difficult and worrying business with the opening out of a 
tea estate was the question of obtaining the necessary finance 
thereof. 

The Bame difficulties of obtaining the necessary finances 
during the development period are found in a greater degree in 
the case of the medium and smaller sized businesses where, as 
already noted, the realisations from share capital are too slender 
to meet even the initial fixed capital expenditure. Their depen- 
dence on outside sources is even more pronounced. The 
necessary loans are obtained as usual from indigenous bankers 
at exorbitant rates of interest against the mortgage of real 


i Evidence of Representatives of Indian Tea Planters' Association, Indian Central 

Banking Enquiry Committee, Vol. Ill, pp. 676-76. Also Letter from the Secretary, Indian 

Tea Planters' Association, Indian Central Banking Enquiry Committee, Vol. II, p. 666. 

9 Bengal Provincial Banking inquiry Committee, p. 190. 

9 Assam Provincial Banking Enquiry Committee, Vol. II, p. 262. 
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property plus the personal guarantee of directors or managing 
agents. Bates vary from 12 to 18% while 24 to 30% have also 
been known. All this money for development though avowedly 
for the purpose of block investment is obtainable only on 
bundles. 1 

Not only is there this problem of finding the necessary 
finances for newly established concerns during the period of 
development but t here i s the question of obtaining for the 
est ablished concerns the capital required for extension, modernisa- 
tion and ^rep ia cement of machi nery . How seriously the lack of 
such capital is acting as a drag on Indian industry can he well 
illustrated by a reference to the position in the cotton mill 
industry of Bombay. Cotton mills require in many instances 
long-dated capital to enlarge the scale of operation and for 
installations of new plant and machinery, such as for combing 
and finishing, for mercerising, for loom widening and so on. 
To increase prod uction and reduce cost, the replacement of old 
plant andthe introduction of new methods and systems of 
manufacture are urgently called for. Without these innovations 
and additions the import trade in important varieties of goods 
cannot be captured. But the resources of the mills are hope- 
lessly inadequate to finance the development of industry along 
these lines. 2 

Perhaps the most important problem of long-term industrial , 
finance relateB to the question of finding the requisite hinds lor 
carrying on the rationalisation of Indian industry. 1 hiring the 
last few years the movement for rationalisation ha> gathered 
considerable force in the industrial countries of the world. 
Important and far-reaching schemes have been adopted in various 
countries, Germany, Italy, Japan, Great Britain and the United 


» Statement of Eridenoe by tbe Bengal N.Uone! Ch.mberof Commer*. Tndi.u (Mtal 

Bwking Enquiry Committee. Vol. II, P- AMOClltion u« Twill Boerd <C<*U* 

* Representation of the Bombay Miiiowner* amociiuoi. 

Textile Indurtry), 1988. 
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States, to reorganise some of the larger industries such as iron 
and steel, cotton, coal, wool, eto. The wide variety of inter* 
national competition and the incidence of the recent unprecedented 
depression have made it urgent for almost every branch of 
industry to adopt some kind of reorganisation. Rational isation 
for some of the major and imp ortant i ndustries in India is als o’ 
urg ently.' c alled for. In the j ute, cotton, cem ent, sugar, steel 
a nd co aTjndg^Ses, the problenfhas become specially important. 
The financing of any scheme of reorganisation and amalgamation 
will require enormous funds. The failure of the recent ambitious 
scheme of rationalisation in the Bombay mill industry well 
illustrates the difficulties of raising the necessary funds for 
financing such schemes. In 1931 a merger of over 30 mills was 
contemplated. A merger committee was formed and the 
Finance Member of the Government of India and the Imperial 
Bank of India were approached. Informal negotiations took 
place to find out the amount o£ assistance that would be forth- 
coming in carrying out the idea. But unfortunately the merger 
plan had to be abandoned because the difficulties of obtaining 
the considerable amount of the necessary finance were found to 
be specially great. 1 It is only to be hoped that the considerable’) 
amounts of money necessary to finance merger schemes in other ; 
industries will be found and that they will not meet with the i 
same fate as that of the Bombay mill industry. 

Indian Banks and the Financing of Industries : 

The main problems of long-term industrial finance in India 
having been analysed, an examination may now be made of the 
part played by the banking system of the country in the financing 
of its industries. There has been fo r a long time an un deir 
current of feeling that the Indian banksT are reluctant to fnypish 
finance* for fixecT capitar expenditm£_joL-iadustry. Not only 


1 Representation of the Bombay MiHownera' Association, Indian Tariff Board (Cotton 
Textile Industry), 1989, p. 28, 
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Wore the Indian Industria l Commission of 191 fi’ but also 
before ths_Cent r al an d Provincial Banking Enquiry Committees, 
a considerable number of witnesses maHe'lfie point that tTie 
relations of Indian banks to Indian industry were far from 
satisfactory in this respect. . This criticism of the attitude! 
of the Indian banks towards industry has been fostered to a great 
extent by the p revailing misconceptions as to the true nature 
a nd function gjgf the German banks. 

The Indian banking system consists of the Reserve Bank, 
the Imperial Bank, the Joint-Stock Banks and the Exchange 
Banks. The ,. Reserve- Bank of India is a true Central Bank 
and as such will operate under the usual network of restrictions 
to which central banking institutions are subject. It can have 
no interest in or close relationship with industry. The Imperial 
Bank of India, the biggest joint-stock bank in the country, was 
debarred by the Act of 19*20 from granting loans for a longer 
period than six months. With the establishment of the Reserve 
Bank of India and the consequent removal of its character 
as a Central Bank, it has been freed from some of the restric- 
tions that had previously existed on its business but even now 
it cannot make any loan or advance for a longer period except 
in certain special cases when the maximum is nine months 
only. 1 It cannot also lend upon mortgage or in uny other 
manner upo n the security of any immovable property except in 
the case of estates under the charge of courts of wards.* The j 
other Indian joint-stock ban ks are essentially commercial banks j 
and are not equipped for the task of providing long-term industrial : 
finance. The share of the Exchange banks in industrial 
financing is practically nil. They are founded and controlled 
by foreigners and they cannot possibly have any interest in 
the indigenous industries. Whatever part is played by the ; 
banking system of India in the sphere of industrial financing! 

* The Imperial Bank of Indi* (Amendment! Act, 1034, 8. 12 (2). 

* 8ee Schedule I. Part II. Bmioew which th. Bank it not »utbori,ad to tnowet. 
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delates to the provision of current finance and not to that of long- 
(dated capital. 

Trend s towards Long-Term Industrial Financing : 

Although banking policy ini India has generally been confined 
to the provision of working capital to industry, yet there were at 
least two distinct periods in the banking bistory of the country 
when Indian joint-stock banks showed a remarkable tendency 
towards the long-term financing of industry. Attempts at such 
industrial financing were made for the first time by a number of 
commercial banks, mostly in the Punjab, during the Swadeshi 
movement of 1906-13. The whole country was swayed by the 
new spirit of Swadeshi and there was a widespread desire to 
foster the indigenous industries. A rapid development of joint- 
stock hanking took place about that time. The new joint-stock 
banks undertook various types of business and developed 
an unmistakable tendency to provide long-term finance 
to industry. 1 They deliberately employed their funds in chan- 
nels closed to orthodox commercial banking and undertook all the 
various methods of investment banking. They subscribed to the 
shares and debentures of industrial companies and freely advanced 
considerable sums on the security of factories, machinery, plant, 
buildings, and so on. The more prominent among these Swa- 
deshi banks which went in for long-term financing of industries 
were the People’s Bank of the Punjab, the Indian Specie Bank, 
the Hindusthan Bank, the Lahore Bank, the Doaba Bank, the 
Marwar Bank, the Industrial Bank and the Credit Bank of 
India. 1 

The People’s Bank which had a paid-up capital of Rs. 13 lakhs 
was started as an ordinary commercial bank but embarked subse- 
quently upon industrial financing. The Bank made large advan- 
ces to various industrial concerns on the security of machinery 


1 Vera Anstey, Economic Development of India t p. 407. 

9 proceedings of the Sixth Annuel Conference, Indian Economic Association , 1929* 
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? buildings. More than 90 lakhs of its money were sunk in 
^iem. The “ locking up ” of such a considerable portion of its 
resources brought about the inevitable crash and the Bank closed 
its doors. An idea may be formed of the financial commitments 
of the Bank in industry from the enormous amounts advanced 
to the following industrial concerns 1 : — 

Its. 

1. The Punjab Spinning and Weaving Mills Co.’, Ltd. 20,00,000 

2. The Lahore Spinning and Weaving Mills Co., Ltd. 7,60,000 

3. The Pioneer Investment Co., Ltd., Lahore ... 8,50,000 

4. The Surat People’s Spinning & Weaving Mills ... 4, 50, (.00 

5. Debentures in the Lahore Spinning and Weaving Mills 1,00,000 

Besides it granted along with the Amritsar Bank a loan 
amounting to 15 lakhs of rupees to the Upper India Real Estate 
Company which speculated in land.* 

The Hindusthan Bank heavily financed the Punjab Musical 
Association, a theatre having no capital and the Punjab Bros. 
Company, a speculative shop at Karachi. The Industrial Bank 
lent considerable sums to its chief promoter and bis concerns. 
The Bank made large advances to ginning factories and on the 
shares of allied companies. The Lahore Bank advanced large 
sums to one of its directors and its chief manager. It had a 
large investment in a leather factory in which its promoters were 
interested. Similarly the Doaba Bank made advances to the 
Amritsar General and Flour Mills and to the Phagwara Mills in 
Kapurthala State in both of which its directors bad an interest.* 
A large number of other bankaiailed. and there was a severe 
ban king crisis i n 1913-1 5. No less than 34% of the total paid* 
up capital of Indian joint*stock banks was lost during 1913-17. 
The failure of many of these banks in this period is to be 

* Indian Industrial Commission, 1916, MMutet of Rtidtnet. VoL V, App. VIII. p. Ml. 
(Memorandum of Mr. Findlay Bhlrraa I 

* Evidence of Bat Babador L. D. Dm. Additional Judge in charge of Liquidation work, 
Lahore. — Indian Industrial Commiamon. Mimatm of Beidene*, Vol. V, p. 967. 

* Tndni*ri tl Conunieaion 1916, tfAwiM of Btidoaeo, Vol. V, p. 964. 

17— 1988B 
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attributed to the fact th at they advanc ed money reckle ssly to indus - 
t rial ventures wbic h did not pa y. 1 “ Frenzied speculation and 
imprudent and reckless loans” characterised the activities of these 
* Swadeshi ’ banks. E very know n p r incipl e of mveatment bank- 
ing was violated* They were primarily deposit banks and the 
po]icy.nf4oeking-up almost the whole of their resources in long- 
term industrial investments, unrealisable at the time of a crisis, 
was inevitably followed by disastrous consequences. Their paid- 
up capital was low in proportion to their liabilities, an d the 
short-ter m de posits in many instances were employed for lo ng- 
term financing af industry. The principle of carefully distribut- 
ing the risks of investment was never followed. Aga in, the 
banks used to pay very high rates of interest, even 6% on the 
deposits.' Hence they were obliged to invest in speculative enter- 
prises to earn sufficiently large profits to meet expenses and pay 
the high interest. Besides, the affairs of the .banks were grossly 
misman aged^ In almost every case the banks were made to 
^finance the pet concerns of their promoters or to lend money to 
\he directors and managers or to companies in which they were 
partners. One bank advanced no less than Rs. 71,72,637-13-1 
out of a total advance of Rs. 1,07,09,000-14-1 to companies or 
other concerns in which some of its directors were interested as 
individuals, directors or as joint-borrowers. In many cases the 
management had been so utterly inefficient that doubts were 
entertained as to the bona-fides of the directors. There was a 
widespread feeling that the directors had advanced money know- 
ing folly well that recovery was doubtful. Dividends sometimes 
were paid out of capital andinsome cases the companies* assets 
were deliberately done away with^ A debt of 4 lakhs of rupees 
was found by audit to be due to the People’s Bank from the 
Ganges Flour Mills whereas the balance-sheet of the company 
showed no debt due to the Bank. In the case of the People's 

1 Vera Anstey, Economic Development of India, p, 407. Also Findlay Shims, Indian 
Banking and Finance, p.SSO. 
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Bank and the Amritsar Bank the auditors pointed out that in 
many accounts interest was not being recovered and the same was 
being debited to different accounts and credited to profit and loss 
account. The financial position of the debtor companies was 
extremely unsound and the securities held by the banks were not 
sufficient to cover the debts. It is interesting to quote the 
remarks made by the auditors in regard to the investments of the 
People’s Bank in the Pioneer Investment Co. : “ The securities 
held by the bank are short by Rs. 30,087-2-6, if the value of the 
shares of all the companies held as securities be accepted at par. 
But as a matter of fact, the value of the shares held as security 
has not only considerably fallen but (in our opinion) the majority 
of shares are not worth the paper on which they are written.” 1 

It has sometimes been contended that the crisis in the 
Punjab banks was engineered by Europeans who wanted to put 
down banking in India. Their failure, it has been urged, wasnot 
due to pursuit of any imprudent policy and the security was 
ample, the depositors in many cases being paid 16 aB. in the 
rupee. Hut the startling disclosures made in the Liquidators' 
Reports throw a flood of light on the activities of these banks. 
They not only pursued a policy of reckless speculation but were 
also frequently guilty of hopeless mismanagement and even of 
dishonest practices. From the preceding discussion, it is 
abundantly clear that the banking crisis was not engineered by 
the designs of any interested party. It was entirely due to their 
own imprudeut policy. As for the contention tluvt depositors got 
16 as. in the rupee after liquidation, it must be mentioned 
that they were mostly paid after recovery from the unfortunate 
shareholders and seldom from the assets of the banks themselves. 
The assets in the majority of cases were absolutely worthless. 

It was in t he post-war y ears that the same trend towards 
long-term fi nanc ing jp f industry could be noticed once more among 

1 A note prepared from the letter, dated 12th August, 1913, from Meww. Basso tram 4 
Bona, auditor# of the People'# Bank, to the director# of the batik published in the Atya Pttrik* 
of 25th October, 1913. 8ee Indian Central Banking Enquiry Committee, Vol. 11, p. 816, 
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Indian joint-stock b anks. During tbe wa r-end boom, there was 
an outburst of company floating activity and the opportunity was 
seized upon, as in the Swadeshi period, to establish “ banks ” 
for financing indigenous industries. The avowed object of these 
banks, we are quoting from tbe prospectus of one of the many 
that were formed, was “ to finance and assist th e development of 
existing and new indigenous" indiiairiaT and agrinnltiiTal con- 
cerns. ” 1 The spectacular industrial progress of Japan in the 
closing years and that of Germany in the earlier years of the 
nineteenth century had captured tbe imagination of our country- 
men and it was believed that the banks there had filled an 
important rdle in this rapid industrialisation. The advantages 
to be derived from industrial banks and the part played by 
them in the industrial progress of Japan and Germany were 
also stressed in the prospectuses of many of the so-called 
industrial banks started at that time. Lack of finance, it was 
urged, was hampering the development of Indian industries in 
the same way. 2 Thus tbe idea of forming “ industrial banks ” 
originated and having once originated i spread very rapidly and 
soon developed into a craze for such banking. Like mush rooms 
they began to crop up everywhere. “ They became the fashion 
of the day, the vogue of the times and for some time one heard 
nothing but of industrial banks, which made their dSbut in the 
North and South, the East and West.” 3 

Among the banks which were started at the time with tbe 
title of “ industrial banks,” the following may be mentioned : — 


Industrial Bank. Paid-op Capital. Year of 

Bft. A. P. Begiftrfttion. 

1. The Tata Industrial Bank 2,25,19,957 8 0 1917 

2. Tbe Calcutta Industrial Bank 79,53,570 0 0 1919 

8. The Indian Industrial Bank 3,48,867 5 9 1919 


1 Pmspeotue of the Caleotta Industrial Bank, filed 26th September, 1919. 

* Prospectus of the Indian Industrial Bank, mgistared*26th November, 1919. 

* Statement of Evidence submitted by the Editors, Indian Emmies.— Indian Central 
Banking Enquiry Committee, Vol. II, p. 192. 
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Iadootrial Bank. 

Paid-up Capital. 

Ttarsf 



Rs. 

A. 

P. 

Bagbtntiion. 

4. 

The Karneni Industrial Bank 

' 60,00,000 

0 

0 

1921 

5. 

The Baikat Industrial Bank 

k, 47, 000 

0 

0 

1922 

6. 

The Luxmi Industrial Bank 

1,01,000 

0 

0 

1028 

7. 

The Mysore Industrial Bank 

6,07,000 

0 

0 

1920 

8. 

The Industrial Bank of Western 

India 80.97.000 

0 

0 

1010 


The Tata Industrial Bank : 

Among all these so-called industrial bankB, the Tata 
I ndustr ial Bank, the earliest and the largest of them , a Uracted 
considerable notice. Even the attention of the Industrial 
Commission was drawn towards it and they belauded in their 
Report the possibilities of industrial banking in the country on 
similar lines. 

The Tata Bank was established with an authorised capital 
of Rs. 12 crores, of which more than two crores were fully paid 
up by September, 1922. At the outset the Bank showed signs of 
a career full of brilliant promise. Its shares rapidly rose in the 
Stock Exchange and within three months from the date of issue 
they were at a premium of Rs. 60. They were subsequently 
at a premium of even Rs. 100 Besides the head office and two 
branches in Bombay, the Bank opened branches in twelve other 
centres : Calcutta, Rangoon, Madras, Hyderabad, Cawnpore, 
Lucknow, Delhi, Asansol, Aminabad, Hapur, Dhanbad and 
Cbandausi. 

■ As an industrial bank, its special business, as outlined by 
its Chairman in a meeting of the bank, was to finapee the 
development of new and existing industries, not only to jMgHMfe 
industrial companies and spppoxt them by ^underwriting tbeir 
s hares a nd debentures but also to be always prep ared joirtain a 
considerable bold ing of shares in -.auch cQjjyqmiie^ 
of its belief in jbe><m-^«.and proftpectajoL^ 
c oncern^ T The Bank did not want to manage an industrial 


Spaed) ot the Ckairmao at a 


iog of tba Tatalxktoatriaf Miy, 1W« 
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concern actually but simply to finance certain subsidiary com- 
panies. The Industrial Finance, Ltd., was formed for the purpose. 
The holdings of the Bank in this company amounted to 16,200 
fully paid shares of Bs. 100 each at the end of September, 
1922. 1 

The Bank, however, did not confine itself to industrial 
business solely. A glance at the balance-sheets that were 
published every six months reveals that it undertook every des- 
cription of banking business, including that of exchange, 

: acceptance of demand and fixed deposits, discounting of bills, 

! granting of cash credits and demand loans, etc. 

The high ho pes entertained about the Bank unfortunately 
failed to ma terialise . Although the profits of the ordinary bank- 
ing side of its business were well maintained and compared 
favourably with those realised by other banks operating in the 
country, the results achieved by the Bank’s industrial activities 
were disappointing. With every year its industrial holdings 
continued to suffer increasing depreciation. Within a short time 
26 lakhs of its capital were locked up and later on at one time 40 
lakhs of its capital became entangled and a loss of 11 lakhs had to 
be written off its investment in new industrial companies. 2 In 
1922 the authorities of the Bank decided to suspend the Industrial 
Department and to retire capital from industry and utilise it for 
ordinary banking. In the course of an explanatory memorandum 
issued by the Bank to its shareholders, dated 7th May, 1923, it was 
stated that the directors had decided to abandon industrial 
financing. The liquid position of the Bank was emphasised, the 
proportion of liquid assetB to demand and fixed deposits being over 
66%. Rs. 1,90,87,145-10-0 in advances repayable on demand 
and Bs. 1,72,67,174-8-4 in cash credits and fixed loans were 
sound and fully secured. As regards industrial investments the 
Bank stood committed to Bs. 27,40,506 only after being adequately 

1 Balance-sheet as at the end of 80th September, 1922. 

* Indian Centra) Banking Enqnixy Committee, Vol. ill, pp. 171-72. 
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written down. These consisted of the Bank’s holdings in the 
following companies 1 : — 

1. The British Italian Corporation, London, to the shares of 
which the Tata Bank had subscribed in common with the 
leading London Banks a sum of £10,000 wbioh stood in the 
Bank’s books as Rs. 1,10,000. 

2. The Industrial Finance, Ltd., which was formed to show 
separately the extent of the Bank’s industrial holdings and the 
holdings of the Bank in such companies as the Nira Valley Sugar 
Co., Ltd., the New India Assuranco Co., Ltd., and the Tata 
Power Co., Ltd., which had not yet reached a dividend-paying 
stage had been transferred to this company. The shares of all 
these companies held by the Bank except those of the Assurance 
Co., and the Power Company were fully paid. 

8. The Tata Iron and Steel Company (Second Preference). 

4. The Bombay Electric Supply and Tramways Co., Ltd. 

There was a tremendous uproar at the Tata Bank meeting 
held in May, 1923, where the management was severely criticised 
by the shareholders. The desirability of abandoning industrial 
business and of returning to normal banking was stressed by 
several shareholders as it would be more conducive to their 
interest. 2 At two extraordinary general meetings of the Bank 
held on the 19th July and 6th August, 1923, resolutions were 
passed for an amalgamation of the Bank with the Central Bank 
oTTndia. The Bauk went into voluntary liquidation on the 6th 
August, 1923, to give effect to these resolutions. Thus ended 
prematurely the career of the Bank on which the limelight had 
played ever since its establishment four years before. 

Ssf Whatever might have been in the minds of its promoters, 
^the Bank was far from a well-conceived industrial bank. The 
activities of the German banks in the industrial held in their 
earlier stages had made a profound appeal to the founders and 

1 CircoUr imid by tba Tate Bank to it* ibarebolden, dated 7th May, 1998 

The Capital, May 10. 1928, p. 1100. 
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theyj^ted to transplintihe German .mo del on Indian to il. But 
evidently they bad not the slightest notion as to the way in which 
German banking was actually conducted in relation to German 
industry. The union of commercial banking with investment 
trust business followed by the German banks in their early career 
was only seen but the fundamental principles adopted by them in 
industrial financing were never known nor understood. It has 
already lieen shown in an earlier chapter that although the 
German banks in the beginning had combined the two functions, 
they had, as aTrule, employed their long-term f unds only in in dus- 
trial investments. Their "enormous paid-up capital and the 
debentures which they frequently issued were the main source out 
of which their industrial business was conducted. The short- 
term deposits were seldom, if ever, used for such purpose. But 
in the case of the Tata Bank, long-term- credit business was not 
only combined with ordinary banking transactions as in the case 
of the earlier German banks but the long-term operations were 
unfortunately financed out of current and annual deposits. The 


Bank never made any attempt to is sue debentures for financing 
such o pe r ations . The same neglect to issue debentures for 
financing long-term transactions had in an earlier period led to the 
downfall of the French Credit Mobilier, the prototype of all 
industrial banks. The union of s hort- t erm banking wi th long- 
term investments under these circumstances leads to one and on ly 
one result — disaster. Again, in marked contrast with the p olicy 
ofthe German banks, the expre ssed objec t of the Tata Bank was 
t o retai Fjgermanentlya con siderable holding o f shares in the com* 


panies in which the Bank wa s interested. It will be recalled that 
permanent participation in industry had never been the deliberate 
Policy of the banks in Germany. The pursuit of such a policy 
jby the Tata Bank naturally entangled considerable amounts of its 
'funds in doubtful concerns. The investments of the Bank were 
neither carefully planned nor wisely selected. It appears that 
n either the meri ts of the industrial proposit ions taken »p hy H -> 
wsgjasperlyjgsj^ security offer* * carefully, 
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p- - 

| 8ges8ed. The consequence was that tbc Bank embarked upon 
industrial vertures which had no reasonable prospects of success 
and were quite unsound. The Nira Valley Sugar Co., which was 
floated by the Bank and soon proved a failure, is a case in point. 1 
A great deal of the success of a banking concern oonceived on 
these lines dependsupon efficient management and Qrganisatiqsu 
pThe ignorance and inexperience of the management of the Tata 
Bank must have hastened the crisis. It was never realised that 
such an institution should proceed slowly, gradually and with 
caution andjH ou ld never be anxious to show large profits in the 
eafHer years. The same anxiety to achieve a rapid sucoess had 
to no small extent been responsible for the unhappy fate of the 
Credit Mobilier. 2 It was the European employers who chiefly 
^controlled the affairs of the Bank. The rights of the Indians 
wore ignored and this naturally alienated their sympathy and the 
management became unpopular. 3 

The other institutions of the period bearing the same 
ambitious title of “ industrial banks ” were started in close 
imitation of the Tata Bank. A perusal of their memoranda and 
articles of association shows that they intended to pursue every 
variety of ordinary banking business and couple with it issue, 
investment trust and real estate mortgage business.* Whatever 
might have been in the minds of the original promoters of 
these banks, the institutions remained content with the oonduct 
of more prosaic commercial banking business and at no stage 
of their short career undertook any significant industrial 
financing. A glance at the balance sheets of these so-called 
industrial banks clearly shows a preponderance of deposit, 
discount and short-term business. The direct investments m 
industrials were insignificant. According to the balance-sheet 


ft 


t Indian Central Banking Enquiry Committee, Vol. HI, p.B; pp. 17M9. 

« 8m Chapter IX, Infra. , „ 

\ ^M^anda^oTr^at^Uhe Cafattn' lodu.mal Bank, fifed **b September, 
rat». Abo Memorandum of Ataociation of the Indian Industrial Bank, Wd. 

is-uasB 
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for example of the Indian Industrial Bank, dated 31st December, 
1922, its investments consisted of Rs. 49,669-12-0 in 6% War 
Bonds and only Rs. 2,661 in shares and stocks ; while the balance 
sheet of the Calcutta Industrial Bank, dated 31st December, 1921, 
shows no such industrial investments at all. The loans made by 
the banks usually included those advanced to firms in which a 
director was interested as a partner and in a good many cases 
those that were quite unsecured. Every description of banking 
was undertaken and very little regard was paid to basic principles 
of commercial or investment banking. The management was 
even more inefficient and inexperienced than in the case of the 
Tata Bank. Short-loan banking was mixed up with long-term 
credit business even more indiscreetly. The pet concerns of the 
directors were heavily financed, without judging their soundness 
or financial standing. Large loans were taken by directors who 
had no intention of repaying them at all. The consequences 
were felt soon enough. After a hectic career lasting for 3 or 4 
years, most of the banks were caught in the post-war slump and 
disappeared quickly. 

No useful conclusions regarding industrial banks could be 
drawn from the experience of 1917-19. To call these institu- 
tions, which had neither the experience nor the knowledge nor 
even the equipment for industrial financing, “ industrial banks ” 
would be entirely misconceiving the true nature of such institu- 
tions. To say that the experiment in industrial banking failed 
and urge it as a ground for opposing the establishment of 
specialist institutions for financing industries, well-equipped, 
well-managed and conceived truly on scientific lines — would be a 
gross misrepresentation of things. Industrial banks, it has been 
aptly put, in their true^g gnse ha ve bee n as rare as snakes i n^ 
Ice land. They have never been in existence, although strangely 
enough many started with that title and some still retain it even 
to-day, 1 


„ 1 Indian Finance , Banking Number, 1929, p. 64. 
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The question of Indian joint-stock banks taking a part in 
the provision of long-term finance was discussed at lengthy 
before the last Central Banking En quir y Committee. The 
Committee concluded that in connection wit h the issue of share s 
an d debentu r es of industrial companies, such of the existing 
commercial banks as were well established and carried on their 
ordinary banking business on the safest and soundest lines might 
with advantage to the industries follow as far as possible the 
German system, the Imperial „ Bank making a start in this 
direction an d g iving a lead as soon as the Reserve Bank was formed . 
Ten per cent of the total capital and reserves of the Imperial 
Bank and nine other big joint-stock hanks might be utilised in v 
this manner. 1 The advantages and dangers of a drift of 
commercial hanks into the investment, field have been sufficiently 
stressed in a previous chapter. a The main conclusions reached 
there are applicable to the Indian commercial hanks. I n fo lio w- 
ing an industrial policy the banks should work under a close 
network of restrictions, distributing carefully and cautiously the 
risks of their investments, choosing highgra.de and easily j 
marketable industrial bonds for their investment portfolio but I 
never intending to hold them permanently and avoiding real 
estate loans as far as possible. Bonds running from three to 
five years mi ght he issued, as has becn.done bysome Swiss banks, 
to raise the necessary funds for their less liquid investments. 
The formation of security affiliates on American lines by Indian 
banks cannot be recommended owing to the inherent danger of 
such practice which was clear!} brought out during the recent 
American crisis. * 

Local Banks and Loan Offices in Industrial Financing : 

Although the Imperial Bank and other Indian joint-stock 
banks have generally avoided investments in industry, local 

1 Indian Cantral Banking Enquiry Committre, Vol. I, Part I (Majority Keport). 
pp 996-87. 

* SeeCh. IV. 


* SaaCb. IV. 
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b anka and loan o ffices play a part in the long-term, financing of 
industry by advanciDgloaDs against mortga ge r>f block . The tea 
industry of BengaPand ^Sisam^ has been fi nanced in this wa y. 
Some local banWEave Tndeed mffde a Bpeciality of financing the 


tea industry and in that respect bear close analogy to t he ** trade 
b anks " of the Conti nent. The most prominent among these 
“ trade banks ” have been the Jalpaiguri Banking and Trading 


Corporation and the Lakshmi Bank. T hey make advances 
against mortgage of tea gardens and appurtenances and al so on 
the security of tea shares. In 1931 the Jalpaiguri Banking and 
Trading Corporation made, for instance, loans against mortgage 
of gardens amounting to Bs. 11,60,000 at rates of interest varying 
from 9 to 12%. ' Loans on the security of tea shares amounted 
to Bs. 1,78,000. There were further unsecured loans to the 
extent of Bs. 6,57,000 at a rate of interest not exceeding 12J£ \ 
These Jalpaiguri tea banks, however, operate with a very small 
amount of paid-up share capital. The Banking and Trading 
Corporation was established with a paid-up capital of Bs. 50,000 
only. The bulk of the necessary funds is obtained from fixed 
deposits running for two years, one year and six months, the 
rates of interest being 7 % , 6&% and 4J%, respectively. In the 
recent depression these tea banks, as is usual with such trade 
banks which have their fortunes bound up with one particular 
industry, have been bit very hard. A considerable portion of 
their loans to the tea industry has become unrealisable and 
frozen and some of them have closed their doors. Besides these 
specialised banks in Jalpaiguri, there are several other loan 
offices in Bengal and Assam which finance the capital expenditure 
of tea gardens. The balance-sheets of several tea companies 
show that loans against mortgage of fixed assets were received 
from the Brahmanbaria Loan Company, the Manickgunge Loan 
Office, the Fabna Bank, etc. * The Tezpore Industrial Bank 


1 jlalanoe-aheet of the Jalpaiguri Banking and Trading Corporation, December 81 JSWI1. 
* The Brahmanbaria Loan Co. lent on mortgage on the Chotoiekh* to the Indian Tea 
and Commerce* Ltd., Be. 44,219-iO-O at 10% per annum ; and the Pabna Bank nleo lent on 
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has been financing the block expenditure of a number of tea 
gardens in Assam since 19*20. Its first loan to the tea industry 
was a sum of Rs. 20,000 advanced to tbe Panbari Tea Company 
on tbe mortgage of tbe garden. Loans o n bl ock a<w>npt were 
made to several other concerns of whioh tbe Nirmala and tbe 
Radbanagar may be mentioned. The interest for these loans 
varied from 10 to 11%. 1 Tbe same fate as that of tbe 
Jalpaiguri banks bas overtaken these offices. Most of the teak 
gardens in tbe recent crisis were unable to repay their debts and) 
the banks have been compelled to restrict their assistance to* 
temporary accommodation for meeting current expenses. 

Problems of Current Finance for Indian Industry : 

Tbe need for working capital arises from tbe fact that an 
interval of time occurs between expenditure on production and 
realisation from sale. During this period the manufacturer bas 
to incur considerable expenses for payment of wages, purchase of 
raw material and stores, marketing of finished products, etc. 
In India tbe capital raised by industry from public subscriptions) 
is more often than not entirely exhausted in setting up the ' 
factory with the necessary equipment and nothing is left for^ 
meeting working expenses. The industry has to seek this 
working finance from outside sources. Lot this can usually be} 
8ecure3~~with the greatest difficulty and on the most onerous! 
terms. 

Tbe amount of working capital required varies from industry 
to industry and may be reckoned at a value of about six to eight 
months’ output in normal times. 2 It forms again about 20 to 30% 
’of tbe total block capital of a business. In tbe sugar industry tbe 
Tariff Board^baFesfimated the working capital required to be 

mortgage to tbe Htodnethsn Tee end Fishery Co., Ltd.— Balenoe-sbeeU of tbe too companies 
concerned for the peer ending 81st December, 1999. 

i Evidence of the Reneging , Director, Tecpore Indnetriel Bank, Assam Prorlndel 
Banking Enquiry Committee, Vol II (Evidence), pp« 38W5. 

* Beport of tbe Indian Tariff Board, Paper end Pnip Indootry, j>. 69, 
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approximately one- third of the season's output. 1 With produc- 
tion at 117,000 maunds per annum and works oast at Rs. 7-8-5, 
the working capital will be Rs. 3 lakhs. In industries like 
cement and paper, larger amounts are required for working capital, 
the sums often running to 12 and even 15 lakhs of rupees for 
each factory. In the Tata Iron and Steel Industry, working 
capital required is about two and a half to three crores. 2 * 
There are very few cases where an industry has been able to 
provide a substantial amount out of its share capital for working 
capital in addition to block. Two notable instances may be 
quoted where working capital was provided from the start out of 
paid-up share capital, the Okaha and the United Cement Com- 
panies (each having a capital of 32 lakhs). 8 

Banks and the Financing of Current Expenditure : 

Among the banks the Imperial Bank plays _the most im- 
portant part in the provision of current financ e to in dustry. 
The Central Bank of India, the Bank of India, the Bank of 
Baroda and a few other Indian joint-stock banks also have a 
share in furnishing their current finance. The exchan ge banks 
generally concern themselves with the financing of foreign trade 
and the part played by them in the matter of providing finance 
for the current requirements of industry is insignifi cant . They 
consider that this is not essentially a real part of their business. 4 * * 
To a small extent they provide such finance to industries generally 
under European control.® 

The principal directions in which the Imperial Bank renders 
financial assistance to industry are by (1) discounting bills, (2) 
advancing loans and'^3) granting cash credits . v Many industries 

1 Report of the Indian Tariff Board on the Sngar Industry, p. 67. 

* Statutory Enquiry into the Steel Industry, 1926, Vol. II, p. 310. 

8 Oral Evidence of Bombay Shareholders' Association, Indian Tariff Board (Cotton 
Textile Industry), 1932, Vol. V, p. 81 

4 Evidence of the Representatives of the Exchange Bankers’ Association, Indian 

Central Banking Enquiry Committee, Vol. Ill, p. 331. 

8 Iodian Central Banking Enquiry Committee, Vol. IT, p. 530. 
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bave got cl ear ove rdrafts whilst advances have been made on 
government securities to "several others. 1 By far the greater part 
of the advances to Indust rial jjqncerns is C P the hypothecation 
of 8tock3 ‘ Advances are alsojmadfl^Agamst th e pledge of stocks . 8 
When the Imperial Bank opens a cash credit account in favour 
of an industrial concern, it re quires a promisso ry note with two 
signatures on every loan. The second name on the promis sory 
no te is ca lled the guarantor. In a joint-stock company, it is 
usually that of the managing agents. The loan is further secured 
by hypothecation of stocks of raw and manufactured g«x>ds which 
is demanded in addition to the two signatures. The Imperial 
Bank cannot lend except on two signatures because under the 
Imperial Bp.nk Ant of 1.9*20, hypothecation is no security. It. is 
merely, an additional collateral security. The p ro mote does not 
give a specific claim. The payment of the note may be 
demanded but no particular asset may be attached. 
When the Bank gets the signature of the joint-stock company 
and the managing agents as well as the hypothecation of stocks, 

it has a specific claim to the extent of the stocks and a general 
clairaon the entire wealth of the joint-stock company and the manag- 
ing agents. 8 The other Indian joint-stock banks generally follow, 
the Imperial Bank and demand the additional guarantee l '('sides 
hypothecation of stocks. Thus in the cotton mill industry, banks 
seldom lend on the promissory note of the mill company alone 
but usually insist on an additional guarantee from the managing 
agents even though the stocks are hypothecated. If the stocks | 
are pledged to the bank with its name on the godown, it does 
not generally demand the personal guarantee of the managing 
agents. But mills do not like to pledge the stocks, if they can 
avoid it. Under the peculiar circumstances in which cotton mills 


t Oral Evidence of Mr. (now Sir* K. M. tfeodonold, Meneging (lover cor of the taper!*; 
p ,nlr of Indie. Iodien Centrel Sinking Enquiry Committee, Vol. Ill, p. SB9. 

* /hid, p. 902. 

i Evidence of Mr. (now Sir) K. M. Meodmeld, In Mon Centrel Bulking Enquiry 
Commitee, Vol. II, p. 880. 
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Aire financed in India, pledging of stocks is cons i dered to lower 
thgif prestige to entai l many inc onveniences and disabilities. 
The stocks of cotton and cloth when hypothecated are stored in 
the godowns of the mills to which the banks are given access 
whenever they desire it. The borrower famishes weekly or 
monthly returns of stocks to the banks. 1 The banks do not presB 
for the control of the stores and other liquid assets when the 
mill’s financial position is sound and the guarantee of the manag- 
ing agents has been obtained. But they press for control and 
depute a man to keep watch when the mills are in difficulties or 
when they have not obtained two signatures. 2 T hese loans and 
cash credits are made for 12 months with liberty_ of_ renewal . 
The rates for such advances vary according to the credit and 
standing of the mills. For well-established firms the interest on 
1 bank loans is the prevailing bank rate and if the mill is not 
sound, it has to pay 1 or 2%' more. In case of cash credits 
banks sometimes insist on the “ half interest ’* clau se under 
< Vhi°b the borrower has to p ay t o the bank interest on at least 
> half ihe amount of cash credit, i r respective mflhe_Afflpunt drawn. 
-sThe system of half interest clause, though prevalent in Bombay 
* And Indore, is unknown in Bengal.® In Bombay mills the usual 
margin allowed by the banks is 20 to 25% in the case of stocks 
of cotton and cloth in godowns and 40 iio 45%| for those in 
process. In Bengal the Imperial and other joint-stock banks 
advanoe, in the case of overdrafts against hypothecation of stocks, 
upto fiO Jn-7-5% 1 nf the value of the stock of goods in godowns and 
on stock in process. 4 The usual guarantee is of course required 
before any advance is made to the mill company. Stores and 
fuel when hypothecated are not taken into aocount so far as the 

t Indian Central Banking Enquiry Committee, Vol. II, p. 388. 

Indian Tariff Board (Cotton Textile Industry), 1927, Vol. II, pp. 328-84. 

* Letter to the writer from the managing agents of the Mohini Mills, Ltd., dated the 
90th October. 1982. 

Letter to the writer from the managing agents Bengal Luxmi Cotton Mills, Ltd., 
'dated tits 8th Mareb, 1988. 



PROBLEMS OP INDUSTRIAL FINANCE IN INDIA 145 

drawing power is concerned and are treated as merely 
security. 

Banks do not, however, constitute the only or even th* 
principal source of supply of working capital to industry. On 
the 1st of October, 1930, bank loans and cash credits for 64 
Bombay mills amounted to 2'2(> crores. On that date the total 
amount of finance required by them was ‘24*83 crores and this 
particular source supplied only 9%^ of the t otal. In Ahmedabad / 
banking assistance to the cotton mill industry is of a far smalterf 
amount than either in Bombay or in Calcutta. The mills there 
are reluctant to hypothecate their stocks to the banks and 
industry in this centre depends for its current finance almos t 
entirely upon the managing agents and public deposits. 

lament years the Imperial Bank and other joint-stock banks 
have from time to time made advances to the Ahmedabad cotton 
mills against their liquid assets plus the additional guarantee of 
the agents, but the amounts are quite insignificant in relation to 
the large requirements of the industry. 1 Of the 1080 lakhs cons- 
tituting the total finance required by 50 Ahmedabad mills, only 
42 lakhs were obtained from this source. It was only 4% of the 
total as compared with 9% in the case of the Bombay mills.* 

Public Deposits as a Source of Industrial Finance : 

By far the most important source from which cotton mills 
both in Bombay and Ahmedabad derive their working cipital is 
deposits received from the public. Ahmedabad mills, agon, 
depend on this source to a greater extent than their «mfre£cs m 
Bombay where the practice of bank loans and cashcredits is 
comparatively more prevalent. These deposi W ere usually i»*fn 
from indigenous bankers and other sections of the public lor 


» Oral evidence of the Ahroe ^bel 
Enquiry Committee, Vol. II» P- 

Report of the Iodieo Cenirel 

p. 378. 


MiUowoert* Aaaociatioo, Indies Ceotrel BeshiAi 
Banking Enquiry Committee, Vci* 1, Part f # 


19 — 1938B 


3 
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‘•hort periods of 6 or 12 months. The rates of interest payable 
‘ On the half-yearly and yearly deposits vary according to the credit 
and stability of the mill company and its agents. In Bombay 
good mills with large reserves can get money on fixed deposits 
at rates of 4J£ to 6}%'. Some of the most well-reputed mills 
used to obtain the deposits not only at the same rates as quoted 
by banks but even at |% lower. 

In Ahmedabad, the deposits are obtained at rates varying 
from 4J% to 5^Z - J The_ deposits here as in Bombay , generally 
Come from the individuals. Before the War, they used to come 
armbst entirely from the public at large, the rural areas contri- 
J buting a substantial amount. In recent years the practice of 
1 i n terdeposi ting on the part of the mills themselves has grown up 
1 in ’Ahmedabad. Instead of lending the surplus funds to a bank, 
•a mill to-day deposits them with. another mill,, generally speak- 
ing, not of the same agency. 

••• i*be system of obtaining large amounts of circulating capital 
Vby attraction of deposits is peculiar to the Bombay and Ahmeda- 
bad cotton mill industry but is not prevalent elsewhere. The 
practice does not obtain in Delhi or Madras. It is not also! 
firmly established with the cotton mills in Bengal, though it is| 
not entirely unknown there. The Mohini Mills, for instance, 
obtain some 6xed deposits from the officers of the company as 
well as from the public. 1 2 The balance-sheet of the company for 
3 1st December, 1933, shows that fixed deposits amounted to 
Rs. 1,02,22 L-10-3 and the other deposits were Rs. 2,08,079-16-0.® 
The Articles of Association and the managing agency agreement 
empower the agents to obtain deposits on behalf of the mill at 
,(>%/ The Dhakeswari Cotton Mills, Ltd., also receives some 

1 Oral Evidence of the Ahmedabad Millownm* Association, Indian Central Banking 
Ed|mi? Committee, Yd. Ill, p. 489. 

* Letter to the writer from the managing agents of the Mohini Mills, Ltd,, dated the 

95th Oct*, 1082. . 

9 ‘ Balance-sheet of the Mohini Mills, Ltd., dated the 81 st December, 1088^ 

* Cl. 20 of Articles of Association of the Mohini Mills, Ltd. ||t 
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deposits generally from mill employees and persons known to 
* them. Almost all the employees keep their savings in the mill. 
These deposits, though said to be on savings account, are really 
on current account for they can be withdrawn more than once 
a week. Their total amount at one time was Its. 2 lakhs and 
the rate of interest was .* We are not aware of any other 
Bengal mill obtaining deposits. 

But this practice is only nominal. Very few people venture 
to deposit money in cotton mills in Bengal, and the mills also 
do not appear to be inviting deposits by offering attractive rates. 
These deposits, however, have been very popular in Bombay and 
Ahmedabad where cotton mills could attract large amounts very 
easily! The p ub lic had great confidence in the cotton mills and 
in many instances even preferred to deposit with the mill s ra ther 
than with the government. Cases nre not unknown when* mills 
had~fo refuse deposits , so great was the inflow of fur.ds at limes. 
The Sholapur with a paid-up capital of Rs. B lakhs and the Swa- 
deshi mills with a paid-up capital of Its. 20 lakhs received at one 
time as deposits as much as Rs. 1’30 crores and Rs. 42 lakhs respec 
tively.* In March, 1924, total unsecured loans (mostly in the form 
of deposits) amounted in the case of the Bombay mills to Rs. 11'9 
crores. As a result of the recent depression, deposits have 
declined to some extent. But still on the 1st of October, 1930, 
the amount of deposits held by 64 mills in Bombay was Rs. 2*73 
crores. Eleven per cent, of the total finance required was derived 
from this source alone. 8 The total deposits with the Ahmedabad ’ 
mills have been estimated to be more than seven crores. 4 In 
1930, 66 Ahmedabad mills bad 4*26 crores which formed 39% 
of their total finance required. 1 The relative importance of 


1 Souire : Tbe managing director, Db*ke*wari CoMoo Mill*, Ltd. 

* Indian Central Booking Enquiry Commit!**, Vol. II. p. 897 . 

* Report of Ik* Indian Central Bonking Enquiry Commit!##, Vol. I, Port I. p 379. 

* Efiderce of Atmcdabad Millownor*’ Aooocialion, Indian Central Banking Enquiry 
Committee, Vol. Ill, p.181. 

* Indian Central Bonking Enquiry Committee, Vol. I, Part I, p. 2!8. 
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• * 


deposits as a source of financing the cotton mill industry is 
obviously much greater than in Bombay. 

The method of financing the cotton mills by means of depo- 
sits has been severely criticised a s highly dangerous and full o f 
f drawbacks. There are indeed some inherent disadvantages in this 
system of financing. There may frequenly b e atggaptation o f 
^overtrading which unsecured loans generally give rise to. With 
jtmoney obtained at relatively low rates, mills- may be prone to 
s peculation in cotton and. may be tempted to carry larger stocks 
than are justified by market conditions. There is also the 


risk tha t the short-term funds may be used for exten sion of plant 
’ and mac hiner y — a practice which is sure to be fraught with 
r , disastrous consequences. Some mills indeed made the sad 
•’njistake of locking up the short-term funds in long-term credit 
transactions and they had to pay the inevitable penalties. 
There is another risk to which this system of financing 
is also exposed. Owing to a financial panic there may b e a 
sudden and heav y w ithdrawal of deposits which is sure to 
' prove a source of embarrassment to the mill companies. In' 
times of heavy stocks, when the money is locked, the fixed 
deposits may not be easily repaid. 

In ordinary times, however, this method of borrowing for 
current finance has some., great adva ntages . If the deposits 
were not attracted, a big working capital would have to be 
. provided. Under the system of deposits capi tal can be kept lo w 
relati vely-to assets and hence to productive and profit-earning 
f capacity. As the rates of interest are fixed relatively low, the 
profits available to the shareholders enable the mills to pay 
higher dividends than would otherwise be the case. As regards 
the danger from a run by depositors, there were indeed a few 
cases where a run on mills by panic-stricken depositors led to the 
collapse of the concerns . 1 During the present depression also 
several Bombay mills have been put to great difficulties owing 


l Indian Tariff Board (Cotton Textile Industry). 1037, Vol. IV, p 309. 
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to the withdrawal of deposits. But the danger in normal times 
is not so great as is often made out. The deposi t s are generally 
fi xed and are spread all over the ye ar. They will become due at 
various dates throughout the year. The possibility of an imme* 
diate demand for payments by ail the depositors at a particular 
date which might precipitate a crisis is not very great. -The 
system suits the cotton industry in Bombay and Ahroedabad 
admirably for supplementing the workin g ca pital . In the buying 
se ason w hen cotton has to be purchased, more money is required 
tha n towa rds the end of the year. The deposits are taken just at 
th at time, say for six months, at rates of interest lower than 
on e has to pay for the whole year round. These loans are re- 
paid after six months when the cloth has been sold. The industry! 
takes money where the money is easy but does not require it| 
when it is getting tight. 

The practice of financing cotton mills in Bombay and 
Ahmedabad out of deposits from the public hears some analogy 
to the system, prevailing for a long period in the Lancashire 
cotton spinning industry, of financing mills partly by loans 
made liy depositors. The bulk of the fixed capital represented 
by fnnTdings, machinery, and equipment was no doubt furnished 
by share and debenture capital but a portion was also obtained 
from deposits. 1 The depositors were mainly large numbers of 
mil) operatives and local trades people who had been accustomed 
to invest their savings in this manner. When a cotton spinning 
mill was floated, a small amount of the capital was called up and 
the rest of the capital was usually raised by loans carrying 
interest at about 4% free of tax. The loans were unsecured and 
were withdrawable according to the amount at notice ranging 
from two weeks to three months. 1 This method of finance 
doubtless enabled the mills to be built and run cheaply while 
very little of the loan money was ever lost. Under ’modern con- 
ditions, however, the Balfour Committee pointed out, the system 

1 Fin) Report of the Belfoor Committee m ladnatr y ad Trade, p. 48. 
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“ presents great dangers, since it is contrary to the principle of 
sound finance to use loans repayable at short notice for the 
purpose of fixed capital.” During the recent prolonged depres- 
sion when the mills had to call up the unpaid share capital, the 
shareholders, who were required to meet these calls, were forced 
in many cases to Withdraw their loans from the same or other 
mills and these caused serious disturbances in the finances of 
the mills. 1 * 

In India, although a number of concerns have foundered 
on the rock of financing through deposits, cotton mills under, 
prudent and conservative management have been immensely 
benefited. It may not be the soundest system of financing the 
mills but it would hardly be fair or reasonable to condemn this 
method of financing categorically when it h as s tood the test of 
time during the last 30 or 40 years. As the present facilities for 
hanking assistance to industry are, the system has filled a real 
need in India. It will also be incorrect to suggest that the 
finance is all short term. As has been pointed out by Mr. Kas- 
turbhai, Chairman of the Ahmedabad Millowners’ Association, 
yearly deposits form 95 to 98% of the finance employed by 
Ahmedabad mills. They are taken not at a particular period but 
for all the year round, and run for 12 months, so that if any 
mill company is in difficulties and funds begin to be withdrawn, 
it does not get a notice of a week or a fortnight or a month* but 
practically gets 6, 8, or 9 months to arrange for finance and so 
settle upon a fixed basis. 3 In recent years, ordinary deposits 
have not as a rule been invested in the block account of the 
mills, seven-year deposits being invariably employed for these 
purposes. Whatever jmay be jhe merits of debenture finance. 
it is filftar that Indian industry haa-heeii a ble to escape the , 
depressing influence exerted bv this method of financing on 


1 Survey of Textile Industry (Committee on Industry and Trade), p. 86. Also Further 

Factors in Industrial Efficiency (Committee on Industry and Trade), pp. 176-76. 

t Indian Tariff Board (Cotton Textile Industry), 1682, Vol. IV, p. 116, 



PROBLEMS OP INDUSTRIAL FINANCE IN INDIA 151 

in dustrial earnin gs which has been so ma rked a feature of 
Eur opean indu stri al fina nce jnjthejrgeg a t ye ars o f depression . 1 

Deficiencies in Banking Assistance to Indian Industry : 

The conditions and terms under which Indian industry 
is able to obtain banking assistance appear to be rather onerous. 
The practice of requiring two signatures is an essential part of x 
the present banking structure of the country. T he second 
signature Js sel dom dis pensed with. It iB required even when 
a regular pledge is given, even when the bank&jjrc in physioal 
po ssession of the liquid assets. The statement of the represent a* 
tive of the Imperial Bank before the Central Banking Enquiry, 
Committee that the Bank takes the second signature only wlien/ 
the stock is not pledged does not appear to be consistent with* 
facts . 2 The advances by the banks to industry are much better 
secured here than in the western countries because the personal 
guarantee of the managing agents is obtained, besides the 
regular securities. But from the view point of industry, the 
insistence on the second signature from the managing agents 
serves to restrict the total amount of finance it can raise. 
The actual amount of advance is far too small relatively 
to what the assets will justify, and is generally less than 
what the concern requires for its purpose . 2 Cash credit is 
available generally to big industries such as jute and cotton, f 
The Imperial Bank advances only "when' "the jhduatjy^is.jji^l 
e stablish ed. No facilities are available * in the early stages . 4 
BesideSj the fftcilities given in the form of cash credits are 
withdrawable at any moment. The attitude of hanks to industrial J 
concerns which have issued debentures has already been noticed. 
Their credit with the banks is weakened and their shares 

t The World Bctmomie Sunef, League of Nation, 1992-68. 

* See tha remark of (%» Pwddeot, Indian Twit Board (CoUon Teitiie Indoetrjl, USB, 
Vtl. V. p. 81. 

» Article b? Mr. Menu Sabeler in ti e Indian Finonrt, Banking Number. 
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become unacceptable as collateral and they find it extremely 
difficult to raise the loans and cash credits on the usual terms. 
Such penalization is unwarranted and is dictated by a narrow 
banking policy. 

There is .an undercurrent of feeling that the Imperial Ban k 
hae been very harsh in its dealings with Indi an industria l 
concerns and has in many instances withdrawn credit in su ch 
a manner as to force their liquidation. A'number of witnesses 
appearing before the Indian Central Banking Enquiry Committee 
accused the Bank of unsympathetic treatment and even oi 
racial discrimination. 1 But there is scarcely any grounJ for 
thijTTeeling against the Bank. As regards the charge of racial 
discrimination it is interesting to note that the witnesses failed 
to substantiate the charge and were not prepared to quote 
concrete cases even in camera. 2 It was with them only. an 
impression that Indians of sufficient standing were not able to 
get the same financial help from the Bank as a European would. 

I We have, on the contrary, the testimony of Mr. (now Sir) 
H. Mody that the Imperial Bank could never be accused of racial 
discrimi nati on, so far as the •cotton industry of Bombay was 
concerned, The witnesses were also forced to admit that in 
those few cases where withdrawal of credit was alleged to bring 
about the ruin, the position of the concerns did not warrant 
the continuance of any further assistance. 8 

Although there has been no complaint against the Imperial 
Bank so far as the financing of cotton mills iu Bombay on the 
system \s l\ss comejn_tor_a__gpod 

deal of criticism in regard to its attitude towar ds the I ndian 

section of the tea industry in Bengal. The Tmperial Bank does 

not lend direct to the tea companies on crop hypothecation 
because it is precluded by the Act of 1920 to advance against 
such securities alone and as usual insists on an additional 

V todiMi CfBlnU B*nki"g Boqniry Commltt*#, Vol. ir, » 468 

Indian Central Banking Enquiry Committfe, Vol. J2J, p. 

* Ibid.. VoJ. IU, p. 421, / , 
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guarantee. But the guaranto rs whom the Imperial Bank 
genera lly approve of are European firms of managing agents 
and the. four European firms of tea brokers through whom all j 
tea has to be sold. As a rule, the Imperial Bank does not lend 
on'the guarantee of Indian managing agents or the u tea banks " 
of Jalpaiguri . 1 * A reference to the proceedings of the Bengal 
Provincial and the Central Banking Enquiry Committees dis- 
closes that a specific charge was made against the Bank that it 
had refused to lend on crop hypothecation to some Indian-owned 
gardens inspite of the guarantee offered by the Jalpaiguri Banking 
and Trading Corporation. There was a definite suggestion 
that the Baak was confining its acceptance of guarantors to 
European firms only and thereby putting tbe Indian gardens 
to a great deal of inconvenience. In reply to the questionnaire 
of the Bengal Provincial Banking Enquiry Committee, the 
Irnp.wial Bank denied the allegation and stated that it was 
solely guided by the status of ttie firm proposed as guarantor.* 
The Central Banking Enquiry Committee pursued the point 
with the managing governor of the Bank. He waB specifically 
questioned as to whether the Bank could provide the necessary 
finance to the tea gardens on the guarantee of the Jalpaipuri 
Banking and Trading Corporation just as it did on that of tbe 
European brokers or managing agents. The reply was that the 
Bank was always prepared to finance lea gardens on the guarantee 
of a third party and that any application for nccommo lalion 
would be dealt with on its own merits . 3 The reply of the Bank 
in both cases appears to be evasive. There is an undercurrent 
of feeling that few Indian companies obtain the finance they 
require from the Bank. 

( The Imperial Bank might have been precluded by statute 


1 Letter from tbe Secretary, Indien Tee PUntere' Ae eoo te t km , Indian Centre! Banking 
Enquiry Committee, Vol. IT, p. Wh 

* Minute* of Evident*, Benge! Provincial Banking Enquiry Committee, Vol It. 

* Evidence of Mr. <now Sir) K. M. Macdonald, Managing Governor, Imperial Bonk of 
India, Indian Central Banking Enquiry Committee, Vol 01, p* ML 
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to lend simply against hypothecation without any additional h 
guarantee. But the attitude of the other banks which follow 1 
suit is inexplicable. Such a system of" financing industry lias f 
no paralTel m”any"other part of the civilised world 

The insistence on the part of several banks for taking physical 
possession of the stocks when they agree to grant loans against 
hypothecation is a source of great inconvenience to Indian 
industry, particularly to the cotton mills of Bombay and 
Ahmedabad. The concerns are required to store the goods in 
the godowns of the banks under the control of the latter. In 
some cases the goods are allowed to be stored in the company’s 
godowns with the board of the bank affixed outside. The 
general circumstances and the standing of the parties are so 
entirely different from those prevalent elsewhere — the majority 
of the cotton mills having to work here upon a system of public 
deposits — that the acceptance of such conditions is believed to 
prejudice their position in the eyes of their creditors. 1 

The practice of charging a rate pf interest JJ& j£%-higher 
tha n the TmperlaTBank rate with a certain mini mum (in Bengal 

cotton mills 7 %) for the accommodation furniahedl. J jjl banks 

must have acted as a drag on Indian industry. The average bank! 
rate is generally much higher irTtHTs country than in England oi 
Japan and the demand of more than 1% over it here must be 
almost in the nature of a penal charge. For a number of years, 
for instance, the prevailing bank rate in India had been very 
high. From November, 1929 to April, 1930, it stood at 7%. 
In 1931 the average rate for the whole year worked out at 
7 .046% . The high bank rate must mean high interest rates to be 
borne by Indian companies for their current finance. The Bombay 
mill industry, for, example, had in October, 1930, Bs. 7 '58 
crores as loans from banks and managing agents on which 


1 The Bombay Shareholders’ Association : Replies to the Tariff Board quoetioonaire 
(Cotton Textile Industry Enquiry), 1989. 
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interest at or above tlie prevailing bigb bank rate had to be paid. 
It was a heavy burden that the industy had to bear. 1 

The jnsisteno e by several banks on the intact jgjggge^ 
in the western sideof the co untry is an additionaj_diawback from 
w hich the c otton mill industry of Bombay specia lly suff ersT 
Interest has frequently to be paid on half the credit allowed 
whether the provision has been utilised or not. This is probably 
not very unreasonable ns the bank is obliged to provide the full 
amount of the cash credit whenever demanded. But at the 
same time it ib clear that much of the benefit from cash credit 
is reduced as the mills will naturally tend to pay them back, 
long before they are due, to avoid the payment of interest. 

Complaints against inadequacy of banking assistance and 
of hard dealings on the part of hanks have increased in number 
and in frequency during the recent years of depression and have 
been made even with respect to the Bombay mill industry where 
they have been rare so long. There is a kind of widely held} 
impression that the Imperial Bank, not to speak of other banks, j 
has not been doing its duty these years to the premier industry^ 
in its distress. It has drastically reduced its loans and cash 
credits and has even refused its accommodation to several mills* 
although there wen 1 the usual margin and (lie agents’ guarantee.* 
In many cases borrowing mills have been put to unnecessary 
trouble and interference by other banks. The rates charged 
for advances have also been increased. First class millB are now 
paying 1 to \% more than they used to pay in the pre-war days. 

When the hanks. ...in England have firmly stood by the British 

cotton mill industry and the Central Bank itself is playing-a 
large part in its reorganisation, it js unfortunate that the banks 
in our "country should be indifferent jto th e p remier- national 
industry in t he times of ^r ess and strain through which it has 

i Representation of the Bombay Millownere' A modal ion (o tba Indian Tariff Bonrf 
(Cotton Textile Indoatiy), 1983, dated the Slat lfay, 1982, p. 44. 

* Momorandom of Mr. A. D. Shroff, Indian Central Banfcinf Enquiry Committer, 
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been passing. There is not only a general reluctance to provide 
financial assistance but ev en a marked tendency in several cases 
to exa ct rates of interest which can hardl y be ca lled fair. 1 The 
position of Bengal mills has been rendered particularly difficult, 
for they have no$, like their confreres in Bombay and Ahmedabad, 
an alternative source of finance in public deposits. A number 
of cotton mills have informed us that they experience great 
difficulties in securing the finance from banks. There is a 
general feeling that facilities for borrowing working capital are 
not available in Bengal. 2 

The principal source from which current finance is obtained | 
for the Bombay and Ahmedabad mills has been depleted seriously' 
in recent years. The public are largely withdrawing their 
deposits. The world- wi3F trade depression is no doubt respon- 
sible for a considerable portion of the withdrawals but there is 
reason to believe that the higher rates of interest obtainable by 
purchasing treasury bills, gilt-edged securities and postal cash 
certificates have "diverted large amounts of deposits to these 
channels of investment. New deposits that might have other- 
wise flown into the mills have also been drawn away into these 
investments. The mills are experiencing considerable difficulty 
in obtaining their required working capital from deposits and 
have been forced to offer higher rates of interest to attract the m. 
The plight of the Bombay mills has been much worse in this 
respect. The confidence of the depositors had already been 
shaken in them on account of large losses and failures brought 
about by industrial troubles and the present heavy withdrawals 
have aggravated their distress. The mills in Ahmedabad have 
also been hit but there the decline in deposits from rural areas 
and other sections of the public has be$n partl y gomp&naate d 


l The Bombay Shareholders* Association ; Replies to the Tariff Board questionn air e 
(Textile Industry Enquiry), 1032. 

1 The Managing Agent*, the Mohini Mills, Ltd., the Mahalnxmi Mills, Ltd., and tbs 
Luxmi Narayan Mills, Ltd. 
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fo r by the recent growth of in terdepqsit s by the mills themselves 
a s noticed above. 

Suggestions jor Improving Facilities of Current Finance : 

The restrictions imposed upon the working of the Imperial 
Bank under the Act of li'tiO stood in its way of providing 
adequate financial facilities for Indian industries. The fact that 
hypothecation was no security under the Act and the Bai k had ; 
to demand an additional guarantee from managing agents hitherto 
caused a great deal of hardship to borrowing concerns. On the 
passing of the Reserve Bank Act of 1934, and the consequent 
amendment of the Imperial Bank Act, the Bank has been freed 
from Some of the restrictions which had existed so long on its 
working, tinder the amending Act of 1931 the Bank has been 
autli >rTsed to advance directly against goods hypothecated to it 
subject to the special directions of the Cen tral Board, instead of 
being restricted to advances only against goods which are in its 
possession or the documents of title which are deposited with 
it. 1 If the additional guarantee of mannging agents is dispensed 
with, the handicap from which borrowing concerns suffer to-day 
owing to the insistence* of the guarantee will be removed. It 
will be interesting to know how far the present banking practice 
will be modified in the direction of dispensing with the agents’ 
guarantee. ' The writer approached in this connection the 
Managing Director of the Imperial Bank but beyond confirming 
that the BauJf. was empowered to lend directly against the 
hypothecation of goods, be furnished no more information. 1 It 
is to be hoped that the Imperial Bank will make a liberal use of 
the powers.grauted.iia iLunder the amendment and dispense as 
far as possible with the necessity of the agents' guarantee. The 
Indian jnint-wtnnk hanks <yliicbjhittd hitherto followed the Imperial 


1 See Schedule l f Part f (IV*), Sec. 16(1) of the Imperial Bank of India (Amendment) 
Act, 1984. 

* Litter to the writer from the Managing Director, Imperial Bank of India, dated the 
90th March, 1996. 
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Bank in d emanding the guarantee should now reconsider th eir 
policy in view of the amendment of the Imperial Bank Act. 
: The system of cash credits adopted by the Imperial and other banks 
is not jsufficiently elastic , , and should be replaced as far as 

possible b y t he system pf discounting hills.- The popularisation 

, of commercial bills is sure, to increase the facilities for~5Eorl* 
terra industri al cre dit. A more extended use of cdmmercTaT~bills, 
it is interesting to note, has also been advocated by the Mac- 
millan Committee for the benefit of English industry. 1 In 
recent years bills in England’ have largely gone into disuse and 
there is an increasing tendency to conduct business on seasonal 
overdrafts with the banks rather than the bill between the manu- 
facturer and the customer. 

The .establishment of large warehouse comp ani es is als o 
likely to mitigate the drawback from which Indian industry 
suffers to-day on account of the insistence by . the banks on a 
high margin for their advances- against stocks. These could 
take over the stocks, keep them in their own warehouses and 
banks might safely advance against the warehouse receipts or 
warr ants . The system under which goods are kept to-day 
under lock and key of the banks without affording suitable 
facilities for sale would then be abolished and the present: 
arbitrary methods of valuation by banks would also be dispensed 

wjltu 

A great deal of the difficulties regarding the supply of 
current finance for Indian industry is undoubtedly due to the 
prevalent idea that banks should f urni sh the~"wh5Te' of the 
required working capital. Sound method s of financing - irfdus try 
presuppose that an industrial concern should not only meet its 
fixed capital expenditure out of share capital but that at least! 
some portion of the working capital should also be provided out 
of it. The failure to realise this has been a source of great 
embarrassment for many a newly established concern. Bank s 

1 Report of the Committee on Finance and Industry, p. 169. 
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can not conceivably fin anc e a bu isiness unt il it has worked for 
time. 

In the western countries in recent years there has been a 
remarkable tendency among industrial companies to pursue a 
nnpHftrvatiTft ^jjyiAtryl pnliV.y and to meet their working capital 
expenditure out ol profits or from the sale of securities. 1 Resort 
to bank borrowing is made only in emergencies, and they have 
been growing more and more independent of bankB as regards 
the supply of their working capital. It may be recalled that this 
trend in industrial financing has deprived the banks there of tbe 
ordinary avenues of employing their funds." Indian conoerns 
should curb their almost universal tendency of distributing 
excessive dividends and try to build up large reserves which may 
with advantage be utilised for meeting their working capital 
expenditure. A well-known cotton mill in Bengal which in the 
earlier years of its development was severely handicapped for 
want of adequate financial facilities for current expenditure has 
been for a long time now financing its working capital expendi- 
ture out of undivided profits and reserves and has dispensed with 
the necessity of bank loans and cash credits." 


» E. 8. Mead, Corporttdm Fmenw, Maw Tort, 1088, p. 819, 
* Baa Chapter IV, Sepre. 

The Maaagiaf Dbeetar, Dhakaawari OoHm WUa, Ltd. 



CHAPTER VI. 


Managing Agents in the Role op the Industrial * 
Financier in India 1 

The Managing Agency System forms the basic frame-work 
of the existing methods of industrial finance in the country. It 
has no counterpart in any other part of the world and is entirely 
peculiar to India- She does not possess the industrial banking 
system of the Continent. Nor are there institutions in the 
country, corresponding to the issue houses, investment bankers 
and under-writing firms of the Western countries. Their place 
in the financing of industries is taken in India by the Managing 
Agency System, an effective substitute for all of them. It is 
India’s unique contribution to the institutional developments of 
industrial finance. 

It is not the place here to conduct a research into the origin 
of the Managing Agency System. It is generally believed that 
the inception of the Managing Agency System dates back to the 
days of the old East India Company . 2 * * * * * The “ agency houses ” 
of those days later blossomed into the European firms of 
Managing Agents of the modern times. The device was origi- 
nally adopted to ensure the supply of foreign capital for indus- 
trial ventures in India. The same device was later on found to 
be highly useful for attracting investment of Indian capital in 
indigenous enterprises . 8 Whatever might be the way in which 


1 The substance of tbit chapter was published in the form of an article in the Calcutta 

Review, September and October, 1987. 

* J. B. Riohards (American Trade Oommissioner in Indial, Special Report No. 87, 

January, 1988. Also K. C. Mahindra of Messrs. Martin A Go. in the Indian Finance, dated 

July 18 and 20, 1929. 

* 14 The Managing Agency System— the problem in relation to Indian Induatriul 

Development '* — an article in the Indian Finance f July 13 and -0, 1999, 
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tiie system originated, it is firmly implanted in the industrial 
organisatian of India to-day. Ever since its inception, it lias 
teen closely associated with the industrial development of tte 
country. Even now when an industrial company has to bo 
floated, it is almost invariably the practice to conneol it with an 
existing house of Managing Agents or create a new Agency 
to look after it when started. 

Managing agencies generally come into existence on the 
occasion of the promotion of a joint-stock company. There is no 
company promoter in India in the same sense as in England. 
His place, as already noted, is taken by the managing agent 
here. A group of persons, a syndicate or a firm of managing 
agents t ike the initiative in floating a company. They under- 
take all the risks and bear all the initial expenses of experiment 
and research. The enterprise cannot be launched before the 
public and the latter cannot be invited to subscribe to its capital 
unle-s and until the promoters are definitely assured that it is a 
really workable proposition. Even when the promoters are 
perfectly satisfied that the promotion raiy be made profitable, 
an intermediate stage, that of a private company, follows before 
the public are finally asked to put their money in the venture. 
The private company may be carried on for sometime till it may 
be brought to the profit-earning stage. It is then considered 
ready for offer to the public. All the preliminaries have by this 
time been completed, a good deal of spade-work done and a 
routine established. The company can now safely be launched 
upon the public. In the West the promoter is rewarded by the 
grant of cash or tbe allocation of some shares in the company. 
Here the promoters are rewarded by being entrusted with the 
managing agency of the concerns in creating which they have 
incurred such ri-k and trouble and expenditure. Thus tbe 
managing agency of Tata Sons, Ltd., was created with reference 
to the Tata Iron and Steel Co., tbe Indian Cement Co., and tte 
Tata Hydro-Electric Co. In the West the promoter peases to take 
any interest in the venture as soon as the promotion is completed, 
si— tans 
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He is only interested in a successful issue and prosperity or 
adversity of the business in later yearo is entirely a matter of 
indifference to him. But the managing agents here remain 
closely associated with the business they have promoted for a 
fairly long period, and their interests become identified with 
those of the company. Here their activities are comparable 
not to those of the English company promoter but are 
reminiscent of the practice of German banks in the earlier years. 
Like them the managing agents have played an important part 
in nourishing the enterprises they have promoted. They have 
stood by them in their young and immature stage, attending to 
their financial needs and ministering to their ailments in every 
phase of their development. 

Managing agency firms are chiefly partnerships or private 
limited companies. Proprietary firms or public limited companies 
are not unknown but the partnership agency firms predominate. 
Of the 36 firms of managing agents in Calcutta, only 7 are 
limited companies, all the rest being partnerships. Most of these 
limited companies, again, were originally partnerships which 
have subsequently been converted. Messrs. Andrew Yule & Co., 
Ltd., furnishes a typical instance where a partnership has been 
converted into a private limited company. The private limited 
managing agency companies are generally nothing but family 
firms that have converted themselves into such companies to 
take advantage of the limited liability afforded by the Companies 
Act. 

The managing agency firms may thus be described as either 
partnerships or private limited companies, formed by a group of 
individuals with strong financial resources and considerable 
business enterprise. 1 They do the preliminary work of research 
and experiment, precedent to the starting of new concerns, 
promote joint-stock companies, employ their own funds for 
financing the requirements of the concerns in their group or 


1 Report of the Indian Industrie! Commission, pp. 12-13. 
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arrange for such finance by acting as guarantors and as the name 
implies manage their business. 1 Besides the promoting, financ- 
ing and managing of industrial concerns, a number of other 
functions usually called “ subsidiary services ” have come to be 
associated with them. They act os agents for marketing the 
produce of their companies and also for purchasing their require- 
ments of raw materials, store and machinery. In addition to 
all this, the • larger and more important among these firms, 
especially in the Calcutta side, conduct a great variety of business, 
such as export and import trade, banking and various kinds of 
agency business. 1 The activities of one well-known firm of 
managing agents in Calcutta are found to be carried on in as 
many as 15 different departments.” 

Calcutta is the home of the managing agency. It is here 
that the system first ori ziuated. But as the utility of the system 
came to be perceived, it spread over toother industrial centres 
such as Bombay, Ahmcdabad, Madras and Cawnpore. The 
greatest development of the system has, however, been 
reached in Calcutta, Bombay and Ahmedabad. In Bombay and 
Ahmedabad the managing agency firms are mostly Indian and 
the system is associated chiefly with one kind of industry — the 
cotton mill industry. In a few instances only the management 
of more than one kind of business may be observed. The 
most notable instance in this respect is that of the Tatas who 
are interested in iron and steel, cotton, hydro-electric and 
cement industries. But in Calcutta the important agency firms 
are mainly European and they are connected with a variety 
of enterprises. 

The constitution of the managing agency is slightly different 
in the three industrial centres — Bombay, Ahmedabad and Cal- 


1 Panindikar, Banking in India, p. 316. 

* Evident* of Bengal Clumber of Common*, Indian Central Banking Enquiry Com* 


mitten, Vol. III. p. 884. 

l Tkaektr'i Indian Directory, 1966. pp. 80-61. 
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cutta. The chief* distinguishing feature is that the managing 
agency is permanent and hereditary invariably in Abmedabad 
and in some instances in Bombay but not so in Calcutta. The 
big European managing agency firms in Calcutta have so many 
more partners— they numbered fourteen in the case of Barry & 
Co. in 1935 1 — than the managing agency firms in the other two 
centres that there is not the same scope here to capture a 
managing agency and keep it going on in the family. But an 
attempt is always made to bring into the business an outside 
element carrying with it industrial experience or technical know- 
ledge or even some capital. Some of the Senior Assistants are 
in this manner frequently made partners of the firm, when an 
opening is created for them by the retirement of the senior or 
other partners. Numerous instances can be quoted to show that 
the assistants of the past have become partners, even senior 
partners of to-day. On the retirement of the partners they are 
not neeessarily succeeded by their sons or nephews but frequently 
by other assistants. It is often found that a member of the 
founder’s family, a son or a nephew, does not automatically 
become a partner of the firm but serves as an assistant in the 
firm. Sometimes but not invariably he becomes a partner after 
acquiring sufficient experience or technical knowledge. Thus 
although the firm may have some representatives of the founder’s 
family, the presence of so many other partners in it obviates any 
possible degeneration due to family succession. 2 

Functions of the Managing Agents : 

The Managing Agent fulfils three important functions in the 
industrial economy of India. He combines in him the functions 
at once ef the entrepreneur , the capitalist and the business 
manager. As an entrepreneur, the managing agents have taken 
upon themselves all the risks and responsibilities of pioneering 

1 Thacker* t Mian Directory 1985. 

* Evidence, Benge] Chamber of Commerce, Indian Tariff Board (Cotton Textile 
Industry), 1997, Vo), m (Evidences), p. 829 
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| oew industries in a country where industriil development bad 
scarcely beeu significant. As Mr. Mahindra has observed, the 
managing agents have led the way for a systematic industrial 
advance in the country. ‘'Their courage and faith to conduct 
preliminary experiment and research, their ability and willingness 
to furnish the necessary finances, their sporting preparedness to 
face all risks and above all their vision and unerring instinct to 
perceive the commercial possibilities of a project " have achieved 
for India a substantial measure of industrial progress. All the 
more important jute mills, cotton mills, tea gardens and the 
greater part of sugar factories, electric supply companies and 
light railways were established* and are still managed by them. 
The iron and steel industry and the hydro-electric industry would 
never have reached tbeir present stage without the enterprise of 
the Tatas, their managing agents. A number of other prosper* 
ous and flourishing industries of to-day would have yet been in 
tbc womb of future without the initiative of managing agents. 
They were the pioneers iu the field of industry in the country 
and have borne all the losses of pioneer industrialism. 

Managing Agents in the Rdle of the Industrial Financier 

The attribute of tbe managing agent that has most attracted 
public attention is bis role as a capitalist, the supplier of industrial 
finance. Sir Victor Sassoon descrilied the arrangement of finance 
for the companies under his control as the most valuable function 
of the managing agent. 1 The provision of finance not only for 
initial fixed capital expenditure but also for subsequent reorgani- 
sation, extensions and modernisation ns well as for working 
capital purposes has to be arranged for by tbe managing agents. 
They furnish this finance in various ways : by themselves subscrib- 
ing to the share capital and debentures of joint-stock companies 
or getting them subscribed by their friends and relatives, by 
arranging loans from banks and pledging tbeir guarantee for the 


1 ladkn Cm*tj IMS, Vol V. Q. 600S-9. 
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Joans, by attracting deposits from the public on the strength of 
tbeir reputation and standing in the business world and last but 
not least by making advances to their companies from their own 
private resources at certain agreed rates of interest. Not only 
do the managing agents themselves subscribe to the shares and 
debentures of the companies they manage but they assist in the 
placing of their securities on the market as the underwriters or 
issue houses of the West or the “ industrial banks ” of the Conti- 
nent do. They thus perform the useful function of bringing 
together the investor and the- company. 

The part played by managing agents as an industrial financier 
has been so important and has aroused so much public interest 
that it is worth while to examine in some detail the various forms 
in which they have rendered this financial assistance to industry. 
The provision of fixed initial capital to industry by means of 
subscription to its share capital is the most important element in 
industrial financing and it will be interesting to investigate to 
what extent managing agents furnish initial capital to industry 
in this form. So far as the Ahmedabad cotton mill industry is 
concerned, the claim of managing agents that they provide fixed 
initial capital by means of subscription to share capital is in the 
main justified. Mr. Easturbhai Lalbhai, representing the Mill- 
owners’ Association in Ahmedabad, stated before the Tariff Board 
of 1932 that in several cases managing agents then held 3/5ths of 
the shares in the cotton mills. There were even individual cases 
where 85 to £0% of the shares were owned by them. 1 As regards 
the Bombay mills, a careful perusal of the evidences tendered 
before the Tariff Boards of 1927 and 1932 gives one the impres- 
sion that the managing agents were the majority shareholders. 2 
The managing agents of the Bengal cotton mills have not the 
same large stake in their companies as their confreres in Ahmeda- 
bad and Bombay. Still they have a fair amount of shareholdings. 

1 Evidence of the Ahmedabad Millowners’ Association, Indian Tariff Board (Cotton 
Textile Industry), 1982, Vo) IV, p. 189. 

* Indian Tariff Board (Cotton Textile Industry), 1987, Vol. IV, p. 246, 
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For instance, in the Bengal Luxmi the managing agents hold 
25% of the share capital, in the Mahaluxmi 10% and in the 
Mohini 5 %.’ In the case of the recently started Basanti Mills, 
there appears to be an exception for here the managing agents 
with their relatives and friends own nearly 80% of the share 
capital.* Four of the partners of the managing agency firm along 
with one relative are found to hold 25,000 shares out of a total of 
51,980 shares taken up.* 

It will be interesting to investigate the position in this respect 
in the jute mills under the Calcutta firms of managing agents. 
We have studied the Summaries of Capital and Lists of Share* 
holders of a considerable number of jute mill companies. The 
shares are not always held in the name of the managing agency 
firm. They are often held in the name of the various partners of 
the firm and sometimes in the name of their wives and daughters 
and even other relatives. The share registers, however, do uot 
always give a definite idea on account of the system of blank 
transfer* which is prevalent in Calcutta hut not in Bombay. The 
shares held in the name of a managing agency firm and it» partners 
may he considerably more or less than the number indicated in 
the register because some shares may be field on blank transfer. 
It will, therefore, be somewhat difficult for us to make any state- 
ment on the extent of the managing agents' shareholdings. 

Although it may be difficult to obtain an estimate of the exact 
amount of shares held by managing agents in a company, a fair 
index of the extent of their holdings may be had from a study of 
the Summaries of Capital and Lists of Shareholders in two differ- 
ent periods, the one in the year after the incorporation of the 
company when the first list was filed and the other in the 
present times. An estimate of the extent of the agents’ 
holdings in the first period based on the amounts as given in the 

1 Lett era to the writer from the Menacing Agent# of lb* mill* concerned in teplf to 
hie queebonneiree. 

* Proepectoa of the Reeenti Mill*, IAS. 

S Summery of Capital and Met* of Shareholder! made op to the M November, IMS. 
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earliest lists of shareholders is not likely to be vitiated yery much 
by the practice of blank transfer. The transfer and re-transfer 
of shares must have begun later. A comparison of the. extent of 
shareholdings at the two different period? will also assist us.to 
discover any possible tendency among the agents to reduce their 
holdings end dispose of the same to the investing publio. A care- 
ful examination of the Summaries of Capital and Lists of Share- 
holders filed with the Begistrar of Joint-Stock Companies, Calcutta, 
at the two different periods has given the following results : — 


Name of late Co. Year. 

(1) The Auckland Jute Mills, 1909 


Ltd. 1 * (Messrs. Bird A Co.) 1934 

(2) The Kankinarrah Jute Mills, 1883 

Ltd 8 (Messrs. Jardine 
Skinner A Co.) 1986 

(3) The Hooghly Jute Mills, Ltd. 3 1914 
(Messrs. Oillanders Arbuthnot 

A Co.) 1935 

(4) TheNaihati Jute Mills Co., 1906 

Ltd. 4 * * * 

(Messrs. Hedgers A Co.) 1934 

(5) The Kelvin Jute Co., Ltd. 8 1908 

(Messrs. Moleod A Co.) 1935 



No. of 

Percentage 


shares 

of total 

Total number 

held by 

capital held 

of shares. 

Managing 

by Manging 


Agents. 

Agents. 

20,000 

426 

2-n 

30,000 

735 

2-4J 

14,000 

3,885 

27’7'f 

40.000 

4,605 

115 ) 

1,59,600 

20,655 

12-9*1 

1,59 800 

9,069 

5'6J 

U.000 

1,125 

10-2*1 

17,500 

155 

*ej 

16,000 

1,518 

9-4*1 

17,000 

75 

4J 


There is a practice with some Calcutta agency firms to own 
subsidiary companies which play a part in the financing of the 
concerns under the management of the parent companies. In 


l Summaries of Capital and Liate of Shareholder* made up to 99th Jana, 1909 and up 
to 11th May, 1984. 

1 Summaries of Capital and Lists of Shareholder! made up to 8Iet December, 1698 end 
up to 18th February, 1988. 

s Summaries of Capital and Lists of Sharaholdera made up to 8rd August, 1914 and up 
to 9lst June, 1988. 

4 Summaries of Capital and Lists of Sharaholdera made up to 2nd April 1906 and up 

to 94th November, 1984. 

• Summarise of Capital and Lists of Shareholders made up to 96th August, 1908 and 

up to l$th April 1986. 
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forming an estimate of the extent of the managing agents' share* 
holding in a concern, the amounts held by such subsidiary com- 
panies will have to be taken into consideration. The Calcutta 
Discount Company, a subsidiary of Messrs Andrew Yule & Co., 
Ltd., and the Strand Properties, Ltd., a subsidiary of Messrs. 
Mackinnon Mackenzie & Co., are two typical instances. 

The foregoing study of some representative lists of share- 
holders makes it fairly clear that the European managing 
agents in the case of the Calcutta jute mills have seldom contri- 
buted any considerable portion of their initial fixed capital. In a 
few cases they have no doubt subscribed to the share capital of 
the companies under their management to some extent. But 
there is a general tendency with them not to hold the shares 
permanently but to dispose of them to the investing public as 
soon as possible. This is evident from the examination we have 
made of the position in the two periods— the one immediately 
after the mills were started and the other in the present times. 
In many cases where the agents held some shares in the beginning, 
they have gradually unloaded them among the public to such un 
extent that their holdings have become quite insignificant. Thus 
they are truly underwriting firms, holding very few shares in 
their companies, always endeavouring to pass them on to the 
public whenever possible. The managing agency system pre- 
sents in this respect a sharp contrast to that prevailing in the 
cotton mills of Bombay and Abmedabad. The tradition in 
Calcutta is altogether different. The agents themselves have an 
entirely different conception of their functions in this respect. 
They take a pride in disposing of issues to the public and they 
consider themselves highly successful agents if they are able to 
dispose of the whole issue in this manner. If people have 
faith in the managing agent*, they will be anxious to buy the 
shares in the concerns under their management. It is obvious 
the greater the reputation of the managing agents, the greater 
will be the inducement to invest in the companies promoted by 
them and the managing agents under such circumstances will be 

9S-192BB 
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left with very few shares in their hands. Mr. K. C. Mahindra 
observed before the Tariff Board of 1932 that his firm, the 
Martins, did not hold even 20 of the shares of the companies 
under their managing agency because they prided themselves on 
the fact that they were successful agents. 1 The nearer a concern 
can be brought to the point where the agent has to hold the small* 
est possible percentage of the share capital, the more successful 
will the agent be called. Like the Bombay and the Ahmedabad 
agents they are not inclined to lock up their resources by holding 
shares in their own portfolio but they take the earliest oppor- 
tunity to free their funds from the shareholdings in a company 
bo that the same might be made available for the benefit 
of another company. It is only when public floatation proves a 
“ frost ” that managing agents are left with a large number of 
shares. The public, for example, may subscribe only 20%*! of the 
capital and 80%j may be lept in the hands of the managing agents 
in the beginning. Managing agents under such circumstances do 
not close down the concern but devote th'emselves earnestly to the 
task of showing to the public that the company would work well. 2 
After a few years when they have been able to show for the 
company; a good record, the proposition becomes attractive to the 
public who had previously shunned it and the shares are quickly 
disposed of. Here again the managing agents fulfil their func- 
tions as intermediaries between the company and the investors. 
Their shareholdings at the start are never voluntary and at the 
earliest opportunity they are sold out. This aspect of their 
activity may very usefully be compared to similar functions per- 
formed by the industrial banks of Germany in the investment field. 

As regards the position in the cotton mills of Bombay to-day 
the statement that the majority of the shares in the different mill 
companies are held by managing agents is also debatable. Ever 

1 Evidenoa of Mr. E. 0. Mahindra of Masers. Martin A Co., Indian Tariff Board 
(Cotton Textile Industry), 1983, Vol. V, p. 67. 

* Letter from Messrs. Martin 4 Co., 14th Sept., 1932. Memorandum of Notes by Mr. 
E. 0. Mahindra, Indian Tariff Board (Cotton Textile Industry), 1932, Vol. m, p. 247. 
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linoe the cotton mill industry was caught in the post-war depres- 
sion, managing agents have been steadily unloading the shares on 
the stock exchange. Their holdings have in many instances been 
severely reduced. Mr. J. J. Kapadia.made certain investigations 
into the lists of shareholders, of a number of companies at the 
office of the Registrar of Joint-stock Companies, Bombay, and 
found that in the case of some mills the agents’ holdings were 
insignificant. In one instance 6, ()00 shares were divided among 
500 persons of which the managing agents held only 83. In 
another case out of 4,000 preference shares, 2,863 shares stood 
in the name of a Maharajah and out of 7,500 ordinary shares, 
the number of shareholders was 800, the managing agents holding 
only 341 shares. 1 Whatever might have been the position in 
the earlier years, the managing agents are not to-day the principal 
shareholders in the Bombay cotton mill industry. Their holdings 
are in many cases a small fraction of the total capital and fre- 
quently less than those of single individual holders. In the 
Bradbury Mills, for instance, the managing agents, Messrs. 
Currimbhoy Ebrahim & Sons, Ltd., held 624 shares including 40 
in the name of Sir J. Currimbhoy out of a total of 4,000 ordinary 
and 6,000 preference shares or 6'2%*. In the Kasturchand Mills 
the agents also held 624 shares only out of a total of 0,600 shares 
or 6*5%. 

The question of the stake of managing agents in the concerns 
under their control has aroused a great deal of interest. A com- 
paratively heavy stake in the enterprise by means of shareholdings 
has generally been considered highly desirable. The more subs- 
tantial the interest of the managing agents in the share capital 
of the company, the more ensured the identity of interest 
between the agent aod the company. It has often been suggested 
that they should have a statutory holding of at least 25% ; 
as high a percentage as 60J? has been advocated. The 

> Oral Evident* of Bowbiy Sbcrtboldott* Aooo d otion, M(u Torif Board (Cottas 
Toitiie IodaoU?), 1988, YoL V, p. IIS. 
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anxiety is always there to safeguard the interests of the share- 
holders. If the agents’ holdings are insignificant, say 10% , or 
even less, there might conceivably be a sort of divergence of in- 
terest between the agent and the company. His financial stake in 
the industry is nil and he will not be induced to manage it care- 
fully and efficiently. The absence of practically any shareholdings 
by managing agents in Calcutta in the concerns under their 
management may from this point of view be a source of grave 
anxiety to the shareholders. There have actually been cases 
where efficiency of management has varied with the interests of 
managing agents in their respective concerns. A well-known firm 
of European managing agents controlling a large number of jute 
mills only a few years ago met with severe criticisms in the hands 
of shareholders who complained that the agents’ holdings in the 
companies under their managements were only 1%Z of the total 
capital and this was responsible for the fact that the jute compa- 
nies under these particular managing agents were not making any 
profits. While admitting the desirability of managing agents 
having a substantial stake in the enterprise, it must be pointed 
out that the shareholders’ interests will not be jeopardised if the 
agents regard their connection with the company not merely from 
the viewpoint of commercial interest but as a matter involving 
their reputation. Under such circumstances the question of the 
stake will naturally be shorn of much of the importance which is 
frequently attached to it. As the Tariff Board have rightly point- 
ed out in their Beport (1932), “ Where the managing agent re- 
presents a high standard of ability and sense of responsibility, it 
may make little difference to the company to what extent the 
managing agent is interested in the share capital of the company. 
The better class of managing agent works partly for the remune- 
ration fixed for him under his agreement but partly also out of 
regard for his reputation and out of a sense of pride in the tradi- 
tion of management associated with his concern.” 1 It should 

1 Report of the Indian Tariff Board regarding the grant of protection to the Cotton 
Textile Industry, 1982, p. 86. 
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also be remembered (hat when the managing agents' holdings are 
preponderant, the rest of the shareholders have very little effective 
voice in the management of the company whose control remains 
entirely with the managing agents. Indeed where the manage- 
ment is not efficient, the holding of a considerable portion of the 
share capital by the managing agent may be fraught with disas- 
trous consequences for the company. In some quarters there has 
even been a strong feeling to restrict the managing agent’s hold- 
ings to a definite percentage of the shares of the company. 1 

From the foregoing study, it is clear that although the 
managing agents have in some cases participated in the share 
capital of industrial companies, any suggestion that they are singly 
the most important or largest shareholders will be, with a few 
exceptions, incorrect and misleading, at least in the present times. 
Contrary to general belief, it appears that their contribution to 
fixed initial capital by way of subscription to shares has not been 
considerable. The managing agents have, however, contributed 
to fixed capital expenditure in another form. For the purpose of 
financing schemes of extension and reorganisation in the concerns 
under their management they have freqqpntly furnished long- 
term loans or have taken up debentures in large amounts. The 
importance of this aspect of the managing agents' role ub an 
industrial financier can hardly be over-estimated in a country where 
there is no organisation which can furnish loans against the fixed 
assets of industry or where debentures are not as popular a method 
of investment as in the West. In the case of the Bombay cotton 
mills where figures for managing agents’ holdings of debentures 
are available, it is found that Rs. 45*5 lakhs out of a total deben- 
ture issue of Rs. 238 lakhs 'were taken up by them. * in the 
recent years of unusual difficulty they spent not less than Rs. 75 
lakhs there in the matter of new equipment. * 

1 Bm LtfUiUw Aeeembly Debate*, Vot. VI, No. 8 <Bth Btpt., IBM), p. 738. 

1 Indies Cental Banking Enquiry Committee, Vol. I, Pert I (Mejorfty Report), p. STB. 

> Speech of Mr. (now Sir) B. Mod?, Legietetfre Aooombly Debetee, Men*, 1B80, V«L 
m, pp. 1766*67. 
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During the development period or during a period of depres- 
sion when banks would not advance money or the public would 
not take up debentures, they have rendered considerable financial 
assistance. There are some industries which require quite a 
number of years before they become profitable. For the first 
seven, eight or ten years no profits are earned and they require 
careful nursing during this development period. The tea industry 
is a case in point. Tea gardens become paying propositions in 
at least the sixth or seventh year. A considerable amount of ex- 
penditure has to be incurred without any return during this 
period of development. The industry is nursed by managing 
agents during all these barren years. Very few tea-companies in 
India can, on the strength of their share capital alone, stop liqui- 
dation. Electricity supply companies are another form of indus- 
try which require at least in this country a pretty large number 
of years before they can show profits. The advances and guaran- 
tees of managing agents running frequently to several lakhs of 
rupees serve to sustain the struggling concerns during this period. 
A firm of managing agents financing such companies at Bhagal- 
pore, Muzaffarpore, Cuttack, Mirzapur and Mangalore advanced 
and guaranteed in this way 12 lakhs of rupees. They would have 
certainly gone into liquidation without the financial assistance of 
their managing agents. 1 

There are indeed numerous instances where the managing 
agents have saved enterprises from ruin by timely loans and 
subscription to debentures. A company for the production of 
aeroplane spirit in Bengal, the pioneer company in this line in 
India, which was started in 1918 with a capital of Bs. 12 lakhs 
was saved from liquidation in 1923 by the financial assistance of 
manag in g agents to the extent of Bs. 17 lakhs. The company is 
paying to-day a dividend of 8%;. a The Paper Pulp Company 
started in 1919 showed a debit of nearly 16 lakhs for the first 9 

1 Legiilttive Assembly Debates (Sir N. N. Sinai's speech), Vol. VI, No. 9, p. 807. 

* Legislative Assembly Debates (Sir L. Hudson’ Speech), Vol. VII, No. 7. 
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years. The advances made by managing agents fluctuated 
between Bs. 15 to 25 lakhs. The Kumardhubi Engineering 
Works obtained from time to time loans from tbeir managing 
agents amounting to Rs. 2*2$ lakhs. Without this finance they 
could not carry on. 1 

During a general crisis or depression in a particular industry 
managing agents have similarly lent their financial assistance 
and saved many industries from certain ruin. In the difficult 
years of 1920-21 when the banks would not advance money, the 
managing agents of seven Indian tea garden companies advanced 
Rs. 7 lakhs to help them through the slump. Five of them have 
already recovered to a dividend-paying stage.* In another 
instance, in the case of a company whose works are situated in 
Northern India, the managing agents made .unsecured advances 
to the extent of Rs. 28 lakhs in 1923 and in the next year took 
up nearly 24$ lakhs of a debenture issue of 25 lakhs when the 
debentures could not be sold owing to a lack of confidence in 
the company. The concern is in a very sound position to-day.* 
In many cases managing agents in their efforts to keep up 
struggling concerns during a series of disastrous years continued 
making unsecured advances and increasing their financial risk 
and in the end nearly lost their all. The managing agents of 
Britnnnia Engineering Company lost in this way 5 lakhs, of Russa 
Engineering Company 7 lakhs, of Indian Tanneries 26$ lakhs, 
of Satikdih Coal Company 2$ lakhs and so on.* Had not the 
managing agents retrieved the companies by tbeir steady and 
persistent nursing at considerable sacrifice through all the barren 
years of their existence, they would have been forced into 
liquidation, many a valuable industry would have been lost to 
the country and the shareholders would have lost their all. 


< (Sir N. N. Sm»r'( 8p®*oh), Vol. VJ, No. S, pp. 80S-7. 

* Hid. (Sir L. Ho&oa’o ««eb), Vol. VII, No. 7, p. 1702. 

* Ibid. 

* Ibid., V<S. VI, No 109. 
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Another important form of financial assistance rendered by 
managing agents has been the provision of working funds for 
industry. In Bombay and Ahmedabad they attract enormous 
deposits from the public for financing the current expenditure of 
cotton mills. As a result of the recent depression the deposits 
have no doubt declined but in the years before the depression, 
the total amount was considerable. In March, 1924, total un- 
secured loans, mostly in the form of deposits, amounted in the 
case of Bombay Mills to Rs. 11’9 crores. Even on the 1st of 
October, 1930, the deposits held by 64 mills in Bombay were 
Rs. 2*73 crores. Eleven per cent, of the total finance required 
was derived from this source alone. The total deposits in the 
Ahmedabad Mills have been estimated to be more than 7 crores. 1 * * * 

It is the financial standing* and reputation of the managing 
agents that have served to draw such enormous funds into the 
mill industry. Not only do the managing agents attract deposits 
in this manner but they have also to furnish the working funds 
themselves. The amounts loaned by managing agents to the 
Bombay and Ahmedabad cotton mills totalled in October, 1930, 
Rs. 5'32 crores and 2"6 crores, respectively. These formed 21% 
and 24% of the total finance required by the mills while bank 
loans formed only 9 % { and 4%*.* This gives an idea of the 
preponderating nature of the financial assistance rendered by 
managing agents. Provisions are sometimes expressly inserted 
in the managing agency agreement itself that the agents will be 
under an obligation to furnish the working funds to the company 
at an agreed rate of interest. 8 In Calcutta, where managing 
agents are not interested in the share capital of their companies 
to the same extent as in Bombay and Ahmedabad and where 
deposits are not in vogue, industrial finance is provided by them 
to a great extent in the form of loans on current account. The 


1 Report of the Indian Central Banking Enquiry Committee, Vol. I, Part I, p. 276; also 

Vol. m, p. 481. 

* Ibid., p. 278. 

* Qh 22, Managing Agency Agreement, The Mohini Mills, Ltd. 
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balance-sheets of a large number of jute mills indicate the 
enormous amounts due to managing agents in this way. 

Besides attracting deposits and assisting industry direotly by 
furnishing their own funds, the managing agents render invalu- 
able financial assistance in an indirect manner as they arrange 
for and have to give their guarantee for all the bank loans, cash 
credits and overdrafts required by the industrial concerns under 
their management. The Imperial Bank of India and following 
it the other commercial banks as well are unwilling to lend 
current finance on the promissory note of the industrial company 
against the hypothecation of its liquid assets. They insist on an 
additional guarantee from the managing agents. This guaran- 
tee is sometimes not dispensed with even when a regular 
pledge is given and the banks are in physical possession of the 
goods. The practice of requiring two signatures is an essential 
pari of the present banking structure of the country. Under the 
circumstances industry cannot raise its working finance from the 
banks without the help of the managing agents. Bank loans 
do not indeed form a considerable portion of the total working 
finances of the Bombay cotton mill industry and they play a 
still less important part in the financing of the Ahmednbad mill 
industry. But whatever banking assistance has been secured, 
has been done with the help of the managing agents’ guarantee. 
In Calcutta and elsewhere where the system of financing current 
expenditure by attracting deposits is not prevalent, industry has to 
depend to a far greater exteut on banking assistance. The 
Managing Agents here are almost indispensable in securing for 
industry its current finance. There is, however, s slight difference 
with the practice in Bombay. In Calcutta the managing agents 
in many cases have not to give their personal guarantee as in 
Bombay, but they merely give a guarantee that the overdrafts 
granted are always covered by stocks. 1 


1 Report of tbo lodiou Control Banking Eoquiry Commit toe, Vo*. I, fort I, p. STS, 
38-12286 
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The managing agent not only furnishes the necessary 
finances or arranges for them but by affixing his name to the 
prospectus of the company induces the investing public to come 
out with their purse for subscription to the capital of the concern. 
The affixing of his name to the prospectus means to the investors 
the setting of the seal of his approval to the enterprise and they 
are attracted by thousands towards the company. The well- 
regulated firms of managing agents have created a tradition and 
built up a reputation in the business world. The public have 
unbounded faith in such managing agents and do not make the 
slightest hesitation to put their savings in their hands. There 
has been in recent years a tendency to minimise the importance 
of the role played by managing agents as an industrial financier. 
The manging agent’s power to attract capital has been doubted. 
But a glance at the pages of India’s industrial history will at 
once reveal what an enormous hold good managing agency houses 
have over the investing public — what an attractive field of invest- 
ment the businesses under their management have always been 
considered. They have never lacked the support of the investors 
and they have never failed to raise whatever finance they require. 
To mention only one instance, which is typical of well-reputed 
firms of managing agents : the Iron and Steel Industry under the 
managing agency of the Tatas. In the beginning it was believed 
that the enormous amount of money required for constructing 
and equipping a modern steel factory would not be found in the 
country and recourse was made to the London money market. 
But the London negotiations broke down and it was decided to 
appeal to the Indian investing public for financial support of the 
gigantic scheme. 

The response was magnificent. The entire capital required 
for the construction works amounting to more than one and a 
half crore was subscribed at the end of three weeks only. An 
idea may be formed of what a tremendous rush there was for 
the shares from the graphic description given by Mr. Axel 
Sahlim, one of the consulting engineers of the Tatas A while 
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lecturing before tbe Staffordshire Iron and Steel Institute in 

1912:— 

• “ From early morning till late at night, the Tata offioes in 
Bombay were besieged by an eager crowd of investors. Old and 
young, rich and poor, men and women, they came offering their 
mites and at the end of three weeks, tbe entire capital required 
for construction equipments, £ 1 , 030,000, was secured, every 
penny being contributed by some 8, (XX) Indians.” 1 

The above account bears eloquent testimony to the trust and 
confidence which a good bouse of managing agents creates in the 
minds of the public. No better proof could be given of the power 
of managing agents to attract Indian capital to the hi therm 
untrodden paths of industrial investment. 

The sugar industry is a more recent case in paint. At a 
time when investors were holding aloof frqjri capital investment 
all over the world, the sugar companies floated in India had 
never lacked their financial support. Their issued capital had 
been fully subscribed and even oversubscribed almost immediately 
after their flotation. This was principally due not only to the 
grant of protection but also to the fact that most of them had 
been established under the managing agency of very able and 
well-known firms. The raising of capital from the investing 
public would never have been so easy a matter if the companies 
were not floated under the regies of firms in whose ability and 
financial standing they had immeasurable confidence. 

We have made a special study of the lists of shareholders 
in the case of the jute mills under Calcutta firms of managing 
agents at the office of the Registrar of Joint-Stock Companies, 
Bengal. One fact of startling importance that at once leaps to 
the eye is the steady increase of financial stake of Indians in the 
jute mill industry. In the earliest stages of the development 
of tbe industry, scarcely an Indian owned a share in any of the 

* Quoted in Tkt Capital, Indian Indoatriet, Trade end Transport Supplement , Dec , 
1988, p. 48. 
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jute mills. Almost all the jute mill shares were heldby Europeans 
and the names of one or two Indians only could sometimes be 
found among the lists of shareholders. Thus in the first 
Summary of Capital and List of Shareholders which was made up 
to 3 1st January, 1896, of the Albion Jute Mills Co., Ltd., the 
name of a single Indian could be seen. He owned only 25 ordinary 
and 26 preference shares out of a total of 6,000 ordinary and 5,000 
preference shares of Ks. 100 each. 1 Even as* late as the year 1909 
we find the name of only one Indian as a shareholder in another 
jute mill, viz., the Auckland Jute Co., Ltd. He held 160 shares 
only out of a total of 20,000 shares of the value of Bs. 100 each.* 
During the last 15 or 16 years a remarkable change has been 
taking place in the domicile of proprietory interests. Indianisa- 
tion of jute mill stock has been proceeding rapidly and to-day 
more than 60% of the shares are held by Indians all over the 
country. The dispersion of proprietory interests which we have 
observed in the case of the jute mills is generally true of other 
businesses as well. This tendency of the notoriously shy Indfen 
capital readily seeking investment in the jute mill and other 
industries clearly shows an abounding faith in the firms of 
managing agents which control them. The Indian investor 
would never have parted with his money unless he had believed 
that it was safe in the hands of the managing agents. 

Managing agents have certainly created a feeling of trust 
and confidence which tends to encourage a steady flow of capital 
into industry. Indian industrial history abounds with numerous 
examples to show that a venture promoted by a well-reputed 
managing agency house is likely to attract public money more 
easily and quickly and to a larger extent than a similar venture 
under a managing director. In fact the system of managing 
agency has a far greater list of successes in the country than any 

1 Summary ol Capital and Liet of Shareholder* made np‘ to Slat Jan., 1896— T&e Albion 
Jut* M&lt, Ltd. 

* Summary of Capital and List of Shareholder* made op taSSth Jott, U|09 — Tho 
Auckland Jute Co., Ltd . 
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other system of management. And yet Mr. Manu Subedar in 
his Minority Report of the Indian Central Banking Enquiry 
Committee did not. hesitate to observe, “ The managing agency 
system tends not to encourage but to chock the flow of capital 
in industry.” Perhaps no other system would have been able to 
dispel the shadow of doubt and suspicion which tended to magnify 
in the eyes of the Indinn investor normal risks in industrial 
investment to a most disproportionate extent. The supreme 
achievement of Managing Agency has been to draw Indian capital 
away from its traditional preference for land investments into the 
field of industrial participation. 


Defects of the Managing Agency System of Finance — 
Inter-investment of Mill funds : 

Although the managing agency system has rendered a very 
useful service to Indian industry by furnishing the necessary 
fiuances directly or indirectly, the system of financing by 
managing agents has been open to grave defects. In many 
cases they have pursued such unsound and questionable methods 
in financing industries under their control that the whole system 
of financing by managing agents has come to be regarded as 
unreliable, uncertain and unstable. The practice of inter* 
investment of funds by managing agents constitutes perhaps the 
most vital defect in this system of finance. 

The surplus funds of one mill may sometimes be invested 
in the shares and debentures of another mill under the same 
manag in g agency. Funds raised on the credit of one ooncern 
may be lent to another under the same agents. There have 
been several cases in recent years where such a practice has 
been followed in the cotton mill industry. The balance-sheets 
of various cotton mills both in Bombay and Abmedabad ace 
dotted with records of loans and advances to companies in 
which the same agents are interested. The Nagpur, Swadeshi 
and Ahnwifthml Advance Mills purchased in 1922 the debenture 
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issued by the Tata Mills under the same managing agency 
(Tata Sons, Ltd.) to the extent of Rs. 60,00,000 out of a total 
issue of Rs. 1,00,00,000. In 1.927 the Fazulbhoy, Pearl, 

Crescent and Indian Bleaching Mills all under the agency of 

Messrs. Currimbhoy Ibrahim & Sons, Ltd., purchased shares of 
the Premier Mills under the same agents to the extent of 
Rs. 13,71,390. The balance-sheet of Sir Shapurji Broacha 
Mills for the year ending 31st March, 1924, shows an advance 
of Rs. 4,35,353-5-4 to the Indian Woollen Mills under 

the same agents (Messrs. Mathradas Gokuldas & Co.) and 
that of the Morarji Goculdas Mills for 30th June, 1925, 

shows a loan of Rs. 1,27,210-10-11 to the Dharamsi Morarji 
Woollen Mills under the same management. The balance- 
sheet of the Finlay Mills for lb 26 discloses a loan of 
Rs. 5,50,000 to the Swan Mills under the same agents and that of 
the Gold Mohur Mills for 30th September, 1927, shows a loan of 
Rs. 3 lakhs from the Finlay Mills under the same agency. 1 
Instances can easily be multiplied. Such a method of financing 
is highly questionable. There may be no evil consequences 
when the financial standing of both the mills is very good but 
the interests of the shareholders as well as the larger interests 
of the industry may be seriously prejudiced when the funds of 
a concern of a strong financial position are employed in financing 
a comparatively weaker one. Reserves of several well-established 
mills have in this manner been frittered away by lending them 
to others newly started by the same managing agents. When 
the new mills fell under evil days they dragged the old ones to 
liquidation along with them. This interlocking of interests often 
spells ruin even for financially sound concerns which have been 
tacked on to weaker sister concerns. It tends also to perpetuate 
quite wastefully the life of even thoroughly insolvent or unsound 
concerns which in the larger interests of the industry as a 


1 Representation to the Tariff Board, 1932, of the Bombay Shareholder’ Association, 
dated llthJone, 1982. 
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m 

whole should be immediately dotted down. 1 A reference to the 
proceedings of the Tariff Board of 1927, conducting the ootton 
textile industry enquiry will show several instances where this 
practice of mixing up the funds of different concerns resulted in 
heavy losses and in the ultimate ruin of the better concerns in 
an attempt to save the weaker ones. The employment of the 
funds of the New Spinning Mill for financing the Haripur and 
the Ahmedabad Vepar IJttejak under the same management, the 
advances ip the cases of the Saraspur, Edward and Srinagar 
Mills under the same agents and those in the case of the Whittle 
Mills (Broach), Asarva and Swadeshi Mills (Ahmedabad), Surat 
Industrial Mills, Viramgram Spinning and Manufacturing Com- 
pany, Viramgram Alfred Mills Co. and Kulol Kapadia Mills, all 
under one agency — and the consequent heavy losses and liquida- 
tions arc matters of record. 2 The practice is not so rare as was 
supposed by the Tariff Board of 1927 and during the last few 
years of depression it has tended to grow considerably." 

The practice is not entirely unknown in Calcutta. There 
are some managing agents who strictly adhere to the principle 
of refraining from lending the funds of one company to others 
under their control and management. In the Martins, for instance, 
there is no such practice. But we have come across some cases of 
Calcutta managing agents who have taken to the practice of inter- 
investing. The most notable instances in this connection are those 
of the India Jute Co., Ltd., and the Megna Mills Co., Ltd., and 
of the Gourepore Jute Co., Ltd., and the Nuddea Jute Mills, 
Ltd., all in the group which consists of Mackinnon Mackenzie 
& Co., Barry & Co., and Mcneill & Co. The Summary of Capital 
and List of Shareholders of the Megna Mills on 31st December, 
1921, show that out of all 61,208 shares issued. 50, <X.K) were 

1 Memoranda * of Federelioo of Indian Cbambtra of Commerce and lodoatty to tlse 
Government of Indio r yarding Amendment# to Indian Companies* Act, Dec*, VM. See 
the Indian Economist, Jan navy 7, 1810, p 998, 

1 Indian Tariff Board (Cotton Textile Indoatryi, 1887, IV (Evidence), p. 410, 

* Kepoet of t be Indian Tariff Board i Cotton Textile Indoetiy), 1088. p. 80, 
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held by the India Jute Go., Ltd. 1 Th© Megna was promoted 
in 1920 by the managing agents of the India Jute and the 
funds of the - latter were invested in its share capital. Not only 
did the India Jute invest in the shares of the Megna but it had 
also been lending to it enormous funds ever since its establish- 
ment. On 30th September, 1922, the borrowings of the Megna 
from the India Jute stood at Rs. 65,52,000. At one time they 
touched the enormous figure of more than one crore of rupees. 1 
The shares of the Megna have considerably depreciated in value, 
they were being quoted a' few years ago at Rs. 22-8 per Bhare 
while the nominal value was Rs. 40. It gives an idea of the 
enormous loss sustained by the promoting company which held, 
still in 1935, 40,540 ordinary shares in the Megna representing 
more than 50% of its share capital. 8 

The Directors’ Report of the Gourepore Company, Ltd., a 
jute concern under Barry & Co., for the half-year ending 
31st March, 1920, discloses a proposal for the payment of a bonus 
on ordinary capital at the rate of 400% ! per annum by fully paid 
shares in the Nuddea Mills, Ltd., under the same managing 
agency, Rs. 24 lakhs were thus invested in the Nuddea shares. 4 
The balance-sheets of the Gourepore show further investments 
in the 7 % mortgage debenture loan of the Nuddea Mills. The 
Gourepore Jute is also found to have invested in the Gourepore 
Electric Supply Company, Ltd., under the same managing 
agency. In 1935 it held in the Electric Company 33,500 ordinary 
-hares of Rs. 100 each. 5 

Another instance is furnished by the Alliance Jute Mills, 
Oo., Ltd., which utilised 15 lakhs of rupees out of the undivided 
profits standing to the credit of its reserve fund in purchasing 

1 Sanatn'Tj of Capital and List of Shareholders : The Megna Mills, Ltd , 13th Dec., 1921. 

9 See Balance-sheets of the India Jute Co., Ltd. , and Megna Mill-, Ltd., from Sept., 
1923 to Sept., 1385. 

S Jute Mills Be view corrected up to 80th Septs, 1935, Bd. by H. P. Khandelwal 

4 Proceedings of the Ordinary Half-Yearly General Meeting of Shareholders held on 8th 
Jane, 1990. 

| Balance-sheet of the Gourepore Co., Ltd., dated 31st March, 198?. 
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150,000 shares of Rs. 10 each in the capital of the Waver ley 
Jute Mills Go., Ltd., under the same managing agents, Begg 
Dunlop & Co.' 

Gases of inter-investment of funds in other industries are 
also to be found. There is, however, a difference with the 
Bombay practice for in most of these cases the managing agents 
were authorised by Special Resolutions of shareholders in general 
meetings to make these investments. The acquisition of shares 
in sister companies under the managing agency by Special 
Resolutions of shareholders in general meetings is not entirely 
unknown in Bombay and A limed a bad and, as far as it goes, is 
to be preferred to direct action on the part of the managing 
agents without the knowledge and previous consent of the 
shareholders. By a resolution of the company in general 
meeting, the Osman Shahi Mills under the agency of Messrs. 
Currimbhoy Ibrahim & Sons, purchased Rs. 12 lakhs worth of 
shares of the Azamjahi Mills under the same agency and the 
Raipur Manufacturing Company took shares of the value of 
25 lakhs in the Arvind Mills in the managing agency of which 
its agents were interested. Any way, this ib an unsound method 
of financing and is liable to be abused. It is satisfactory to note, 
however, that the Indian Companies Amendment Act of 198b 
includes provisions which aim at a restriction of the practice.* 


Other Defects of the Managing Agency System of Finance : 

The number of companies under the control of a maoaging 
agency firm is sometimes so large that the strain on its financial 
resources becomes very great. It Incomes impossible on its part 
to meet adequately the demands of the several concerns under its 
management. How heavy the financial strain may be is amply 
illustrated by the acquisition by the Currimbboys of the agencies 


» ftrtiTf of Allotment oq 33th Oct3b*r, ISIS, of *be W,*wk; Juto Miila, Ltd. 
* Sec. 87 F. 

84-1*08 
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of the Mathradas group of mills in 1923. 1 The difficulties are 
further accentuated by the entire absence of any practice among 
managing agency firms to work in joint co-operation or in 
Syndicates when financing industry on a large scale. Invest- 
ment bankers all over the world have adopted this practice not 
only to solve the problem of financing which may be too big for 
$ny one of them singly but also to spread out the risks among 
the participants. These are not to be achieved under the Indian 
System of financing by managing agents. 

. Although the most important function of managing agents 
is to render financial assistance to industrial concerns under their 
management, managing agency agreements seldom make it 
obligatory for them to provide this assistance adequately. 
Elaborate provisions are found in the Articles of Association and 
the agreements themselves Which stipulate that the managing 
agents will be entitled to charge and be paid by the companies 
interest, even with monthly rests, not only for all advances made 
by them but also for those made by the third parties, the 
repayment of which may have to be guaranteed by them. 2 But 
there is no reference to any obligation on their part to provide 
the requisite finance, or to any penalty in case they fail to do so, 
when required, on reasonable terms. The managing agency 
agreement of the Mohini Mills, Ltd., contains a clause to this 
effect. It is provided that the managing agents should remain 
obliged to advance up to Rs. 60,000 for carrying on the work of 
the mill if necessary at 1 % interest, for which they will have 
the first charge on the movable and immovable property of the 
mill. If they fail to supply the money, they may be dismissed 
by the Directors and may even be required to compensate the 
mill company if it has suffered in any way owing to their 


1 Indian Companies Act : Case for Amendment. Representation of the Bombay 
Shareholders’ Association to Government of India, p. 5. 

* Art. 110, Articles of Association, 8th Deoember, 1980. The Goarepore Electric Supply, 
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inability to furnish the money. 1 This forms an exception and 
is not to be met with in the general ruu of agreements. 

The absence of such provisions makes it easy for ttae 
managing agents to escape from and shirk the responsibilities of 
financing when the concern falls into bad times. In times of pros- 
perity the funds may be advanced willingly and readily enough. But 
when a crisis envelops the industry or the particular concern is badly 
hit, the managing agents are either unable or unwilling to furnish 
the considerable amounts of money required. There arc no doubt 
many cases where the agents have not failed to rise to the height 
of the occasion and have made magnificent sacrifices for their 
concerns. They have been known to put their private fortunes at 
the back of an industry and even to mortgage the ornaments of 
their women-folk to save it in a crisis. But there tire many cases 
where the concerns have come to grief owing to the inability or 
unwillingness of managing agents to render necessary assistance. 
The real point is that the absence of any provision in the contract 
rendering it obligatory on the agents' part to provide adequate 
finance and the consequent immunity they enjoy on default has 
made the arrangement entirely one-sided and highly detrimental 
to the interests of the companies. The agents enjoy all the rights 
and emoluments pertaining to their ofiice hilt are not under any 
contractual obligation to perform the main duty of their office— 
the provision of finance. It is unfortunate that the Indian Com- 
panies Amendment Act of 11)30 which aims at a reform of the 
managing agency system contains no provision to this effect. 

Trading and speculation by managing agents is another great 
defect. There are several instances, specially on the Bombay 
side, when the agents sustained considerable losses in share and 
cotton speculation. The consequent deterioration in the financial 
position of managing agents had undesirable repercussions on the 
mills themselves. Although the mills themselves were intrinsi- 


Cl. 23 of tbe Mefcftging Agency Agreement* Tbe Mobiot Mill*, Lid, 
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cally sound, banks withdrew their cash credits because the agents 
had become weak. 

Some of the methods adopted by the managing agents in 
financing industry have been highly questionable. In a number 
of cases managing agents have turned their loans into debentures 
with the results that the concerns have passed into their hands 
and the shareholders have lost all their capital invested in them. 
Several instances may be quoted from Bombay. They are not 
unknown in Calcutta and during the war-end boom many such 
cases were heard. In the case of a well-known coal company the 
managing agents converted their loans into debentures and ulti- 
mately took possession. 

The managing agency system rendered valuable services to 
Indian industries in the past. It has been in force in India in its 
present form for the last 60 or 70 years and without its help the 
industrial development of the country would never have reached 
its present stage. Finance is the life-blood of industrial growth 
and that finance has been made available for Indian industry 
through the system. Whenever the industries are in need of 
finance, whether for extensions and replacements of machinery or 
for current expenditure or even for initial block, it is the mana- 
ging agents who have to furnish it themselves or make arrange- 
ments for it. The services rendered by managing agents in this 
connection have been very aptly compared to those rendered by 
the German banks to national industries. 1 * * * In India where bank- 
ing has developed on the lineB of British commercial banking, 
which does not specially provide for industrial finance, industrial 
development would never have gone even as far as its present 
stage, if the managing agency system had not come into being. 
This system bas fostered Indian industries in a way very similar 
to the industrial activities of the continental banka, 8 

1 See Dr. Nemenyi’s Evidence. Indian Central Banking Enquiry Committee, Vol. II, 

p. 808. . 

* Dr. Nemenyi'a letter, dated Slat August, 1983, to the Indian Tariff Board (Cotton 

Textile Industry). 1988, Vol. HI, p. 217. 



MANAGING AGENTS IN THE r6LK OF INDUSTRIAL FINANCE 189 

But it must be admitted that there has been considerable de- 
geueration of the managing agents in the present times. The 
good and well-established agency firms, whether Indian or Euro- 
pean, have rendered invaluable services to Indian industry and its 
development and may still beef great advantage. But the modern 
managing agents, with a few exceptions, do not possess any of 
the characteristics of the old established houses. They do not 
possess the most important characteristic of managing agents, 
that of the ability to provide finance for the concerns under their 
control. Their limited resources and credit are much too inade- 
quate for the purpose. The finance required for modern 
companies is so enormous that it is becoming increasingly difficult 
even for the older houses to assist the companies under tlieir 
management. The burden has lieen in many instances too heavy 
to bear. The difficulties have been considerably aggravated by 
the fact that managing agents, unlike investment bankers else- 
where, have refrained from working in syndicates. This, it may 
be recalled, constitutes one of the gravest defects of the mana- 
ging agency system of finance. The holdings of managing agents 
in the companies under their control have considerably diminish- 
ed and in many instances are insignificant. A divergence of in- 
terest has naturally been created between the agents and tlieir 
concerns. The absence of any obligation in tlie contract to 
supply finance on the part of the managing agents has rendered 
such a system of financing extremely unsteady and unreliable. 
The close sense of personal identity between the managing ageot 
and bis company which dominated the older houses and still 
actuates some of the well-established firms might have reduced 
the importance of this shortcoming. But it is fast disappearing 
and was even noticed by the Tariff Board of 1932. 

Another quality which made the managing agency system so 
successful in the past was the efficiency of the agents based on 
tbeir experience and technical knowledge. The new fangled 
managing agents have no knowledge of manufacture,— engineer* 
ing, technical or scientific. They have no expert knowledge of 
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purchase nor of sales. Purchase agents are appointed at the cost 
of the company and sales are entrusted to ignorant wholesale 
agents who again are paid by the company. The various irregu- 
larities committed in filing balance-sheets, lists of shareholders, 
extraordinary resolutions with the Registrars of Joint-Stock 
Companies are an illuminating commentary on their knowledge 
of commercial law and training in secretarial work. 1 

Under the circumstances the financing' of Indian enterprises 
should be made less dependent on the managing agency system 
than before. The possibilities of forming an organisation should 
be explored for supplying finance to Indian industries, specially 
that particular form of finance which has been the most important 
function of the managing agents to provide — viz., finance duriDg 
the development period and for extension and reorganisation. One 
of the main causes of the perpetuation of the managing agency 
system has been shown to be the policy of the Imperial Bank not 
to lend current finance to industry against the hypothecation of 
liquid assets only but to demand an additional guarantee from 
managing agents on the ground that hypothecation was no secu- 
rity under the Act of 1920. With the passing of the Imperial 
Bank Amendment Act of 1934, the Bank, as already noted, has 
been authorised to lend directly against the hypothecation of 
goods, subject to the direction of the Central Board. 2 Now that 
hypothecation is no mere additional collateral security as under 
the old Act, the additional guarantee of managing agents can 
be dispensed with by the Imperial Bank and following it by 
other banks as well. One of the main grounds, therefore, on 
which the existence of the managing agency system has been 
justified and has been sought to be perpetuated has lost much 
of its force to-day. 


1 Source : Registrar of Joint-Stock Companies, Bengal, at an interview. 

* Letter to tbe writer from the Managing Director, Imperial Bank of India, dated SJOtb 
March, 1936. 



CHAPTER VII 


The State in the Role op the Industrial Financier in 

India 

A study of industrial finance in India will not be complete 
without a reference to the part played by the State in the provi- 
sion of financial assistance for the industries of the country. 
In the beginning of British rule in India, the industrial policy 
of the Government was buttressed by the English economic philo- 
sophy of laissez-faire, and it kept itself aloof from the indigenous 
industries. The Government at home subscribed to the same 
laissez-faire policy and used its influence to see that it was also 
adhered to in the case of India. As late as 1008, when an 
Industrial Conference was held at Ootacamund and a special 
officer was appointed by the Madras Government under the 
Director of Industries to control pioneer enterprises, Lord Morley 
promptly discountenanced these attempts of the Government. He 
believed that State effort should be strictly limited to industrial 
instruction and should avoid all semblance of a commercial ven- 
ture. 1 Lord Crew who followed him as Secretary of State enter- 
tained the same belief as regards the futility of State trading on 
commercial lines but lie had no objection to the purchase and 
maintenance of experimental plant by the Government. He was 
prepared to sanction the establishment of a Department of 
Industries. But even after Lord Crew’s despatch the Government 
of India could not decide how far they would be justified in 
sanctioning proposals for financial and other forms of State-aid 
to industries. 

In the meantime the Great War broke out and the exigencies 
of the circumstances brought about a new orientation as to the 

1 Despatch Number 50, /&*#*««, dated the 29th J 0 J 7 , 1910. 
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ideas regarding the relations of Government and industry. Under 
the enormous stress of the war, the old doctrine of laissez-faire 
broke down. The theory that interference by the State in the 
economic life of the country was injurious to its well-being came 
to be discarded. Even Great Britain which was so long the 
citadel of laissez-faire policy adopted an active policy of encourag- 
ing home industries in various ways. In India, the Industrial 
Commission was appointed in 1916 and emphasised in its report 
the supreme importance of State-aid to indigenous industries. 
Besides suggesting various indirect forms in which the State 
could assist and encourage the Indian industries, the Commission 
recommended that the State should play a definite part in the 
financing of the small and cottage industries principally and also 
of the large-scale industries. As regards the latter, financial 
assistance rendered by the State, they recommended, should take 
the form of guarantees of dividends, of loans of money, of under- 
takings to purchase output or of subscription to share capital in 
certain cases where sufficient private capital was not forthcoming. 1 * * 
Circumstances in which such assistance might be given by the 
State should be cases where the starting of a new industry or 
improvement of an existing one was required to supply an exist- 
ing deficiency in the interests of national safety, or where a new 
industry would have an important bearing on the economic 
development of the country or where the extension of an old 
industry to a new locality would benefit local consumers or 
producers. s Assistance to small or cottage industries should t flkp. 
the form of direct loans or of furnishing plant on the hire- 
purchase system. 8 

Before the publication of the report of the Industrial Com- 
mission, the interest which Provincial Governments had taken in 
the industrial development of the country was exceedingly meagre. 


1 Report of the Indian Ioduitrul Oomminioa (1916-1918), p. Ml 

* Ibid., p. 188. 

* Ibid , p. 166. 
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brief account may be given here of the efforts made in thia 
direction by the Madras and United Provinces Governments. As 
early as 189$ the Department of Industries, Madras, attempted 
to pioneer the aluminium industry in India. In that year the 
Government sanctioned experiments at the School of Arts in 
working up sheet and ingot metal procured from the British 
Aluminium Co. In the course of six years a fairly large busi- 
ness in aluminium hollow- ware was developed and at the end of 
1903 the Government thought that the time had arrived when 
private enterprise could be left to carry on the business unaided. 
The government plant and stock were sold to the Indian Alumi- 
nium Co., for a lump sum which left the Government with a clear 
profit of Rs. 30,000 on their experiment. The success of their 
first attempt at pioneering led the Madras Government to conduct 
experiments in developing chrome tanning and improved methods 
of weaving. As regards the chrome process of manufacturing 
leather, the efforts were highly successful. The chrome leather 
industry is now firmly established in India and the pioneering 
efforts of the Madras Government were undoubtedly responsible 
for it at least to some extent. The capital expenditure of the 
Government in this connection was Rs. 69,596 distributed 
among land, buildings, machinery and improvements. In 1910 
the Government withdrew from the venture and sold the 
plant to the Rewah State for a sum of Rs. 50,000. The 
Department of Industries also made attempts to manufacture 
pencils and glass but here they were not so successful. In 
1914 arrangements were made by the Government to utilise 
the machineries of the two defunct pencil factories at Anakapalle 
and Bimlipatam. In the same year the Government also 
obtained the factory and plant of a glass manufacturing company 
which had been started in 1909 with a capital of Rs. 2,00,000 
i but bad subsequently gone into liquidation. 

Tbe Government of the United Provinces also took some 
interest in the industrial development of the province. A Confer- 
ence was held at Nainital m 1 907 by Sir John Hewett, tbe 


JS-12S8B 
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Lieutenant-Governor of the United Provinces. Following the 
recommendations of the Conference, the Government extended 
financial assistance by loans and grants to several concerns, 
especially to sugar factories. The Government, for instance, in 
their letter No. 43C, dated 25th March, 1912, requested the 
Government of India for permission to sanction a grant of 
Rs. 30,000 to a sugar factory in Pillibhit owned by Raja Rai 
Lalta Prasad Bahadur. It waB the first central factory in the 
province instituted and managed by Indian enterprise. Although 
there had been some losses, the enterprise proved to be highly 
instructive. From the point of view of sugar cultivation and 
also as an object lesson to other sugar manufacturers, it was 
desirable to assist the concern . The proposed grant was sanc- 
tioned by the Government of India in April, 1912. 1 The grant 
was made on the condition that the firm would spend a larger 
sum in introducing the requisite machinery into their factory 
and would be reconstructed under the supervision of the sugar 
engineer. There was no condition of repayment — it was an out 
and out grant. In their letter No. 160J, dated the 23rd August, 
1912, the United Provinces Government again approached the 
Government of India with a request for sanctioning the grant 
of a loan of Rs. 7 lakhs to another central Bugar factory, viz., the 
Babhnauli concern situated in the Gorakhpur District. The 
proprietors, Messrs. J. Macdonald, G. R Macdonald and 
Farquhar Mackinnon had applied to the Government at first for 
a loan of 5 lakhs on the security of the estate. Subsequently 
however, they increased it to a loan of 7 lakhs. The application 
appeared to the U. P. Government to be deserving support inas- 
much as the growth of such central factories was required to 
secure the flow of capital into similar enterprises. The loan 
was sanctioned by the Government of India and paid out of the 
provincial loan account. It bore an interest of 5% and was 

1 Evidence of the Hoo'bte Mr. A. W. Pirn, I.C.9., Financial Secretary to (be Govern* 
moot of the United Province* Indian Industrial CommUaion, Minutes o f Evidence , VoJ. If 
pp. 177-78. 
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repayable by equal yearly instalments spread over 20 years, 
beginning two years after the grant of the loan. 1 The concern 
had to pay Bs. 20,000 a year plus interest to the Government. 
It was a marked success and the Government was paid back their 
money. 2 A third loan of 5 lakhs was advanced to the Tamkah) 
Sugar Factory which had a capital of 10 lakhs on the security of 
landed property with no government control during the period of 
the lonn.® 

In pursuance of the resolutions of the Industrial Conference 
held at Nainital in August, 1907, referred to above, the Govern- 
ment of the United Provinces decided to carry on an experiment in 
the cotton seed oil industry at Caw n pore, ft was arranged with 
Messrs. Begg Sutherland & Co., of Cawnpore, that the Govern- 
ment would meet the cost of the building and the plant laid down 
in the factory and would pay Bs. 500 to the company for 
supervision and control during the experimental working. The 
company was to find the funds for the purchase of the raw 
materials and general working expenses. It was also arranged 
that the Bank of Bengal would find the working capital and that 
the Government would make good every six months whatever 
overdraft there might he on the account. The factory, however, 
had to be closed down in February, 1911, in view- of the orders of 
the Secretary of State in his Despatch No. 60, dated the 29tb 
July, 1910, prohibiting State interference in the way of pioneering 
new industries. The total Government expenditure on the 
experiment amounted to Ks. 1,74,011 and the total loss to the 
Government was Rs. 38,219. The Government pioneer venture 
was bought by Messrs. Hope Bros., of Cawnpore. The State 
experiment in their hands was rapidly transformed into a sound 
business concern. In 1914, the Government of India was 

1 Evidence of the Hon*bJe Mr. A. W. Pirn. I.O.S., Indian Industrial Commission* 
Evidences, Vol. I. p. 179. 

* Evidence of Mr. W. Maxwell — Ksmrup Got eminent Farm. Ibid.,' Minutes of 
Evidence (Confidential). Vol. VI. p. 90. 

1 Evidence of the Hon. Mr. H. R. C. Hailey. Director of Land Record* and Agriculture, 
U. P„ Ibid., Vol. VI. p. 91. 
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approached by the Provincial Government for obtaining sanction 
to the grant of a loan of Rs. 37,500 to the firm for additional 
capital required by it out of the advance and loan account. The 
interest would be 5% and the security would l>e a separate first 
mortgage on the machinery to be purchased with the loan and 
two approved names plus a further mortgage on the existing 
buildings, machinery and plant, which were valued at Rs. 88,688 
in the firm’s balance-sheet. The loan was sanctioned by the 
Imperial Government on condition that it would be fully repaid 
with principal and interest within 10 years from date- The 
mere promise of Government support in this case had the 
remarkable effect of attracting private capita 1 to this enterprise 
and a group of capitalists undertook to provide further finance up 
to 6 lakhs of rupees if necessary. The concern was the Premier 
Oil Mills Company, Ltd. 1 

In December, 1915, the Government of the United Provinces 
obtained sanction from the Government of India for a loan of 
Rs. ‘2, (XX) to the Ferozabad Bangle Makers’ Society provided 
Rs. 3, (XX) was raised from a District or Central Co-operative 
Bank. The Local Government also approached the Central 
Government for permission to grant a loan of Rs. 20,000 on 
easy terms to Mr. Ishwar Das Varshnei to assist him in estab- 
lishing a glass working factory at Bijhoi in the Moradabad 
District. 2 

Applications were made from time to time by several 
industries to the Director of Industries for financial assistance. 
One Mr. Rustomjee of Cawnpore applied for a grant or subsidy 
of Rs. 5, (XX) to start a factory for making paints and varnishes. 
The application was subsequently withdrawn. An application 
for a loan of Rs. 7,500 was made by the Director of Gorakhpur 
Training Factory, Ltd., which was devoting special attention to 
the production of “ patent ” leather. At their meeting of 14th 

* Evident* of Mr. A. W . Fim, I.C.S., Indian Industrial Com mission, Vol. 1, pp. 178-78. 

* Ibid., Vol. I, p. 181. 
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.September, 1915, the Board of Industries recommended to the 
Government that a loan of Bs. 5,000 might be granted to the 
company inasmuch as they were undertaking pioneer work. 
The perfume manufacturers of Kanauj, desirous of forming a 
limited liability company, applied to the Government for a 
guarantee of the interest on cnpital for the first five years. A 
sum of Rs. 5,000 was actually reserved in 1915 for assistance to 
minor industries such as pencil making, button manufacturing, 
etc., and the Director of Industries was asked to work out 
suitable schemes for tbe allotment of the money. 

The Madras State- Aid to Industries Act, 1922 : 

The Madras Government was the first provincial govern- 
ment to act up to the recommendations of the Indian Industrial 
Commission for rendering State assistance to tbe indigenous 
industries of the province. Within a few years of the publication 
of tile report, the Government of Madras brought forward in the 
Legislative Council a Bill to give State assistance to the industries 
of the Presidency according to the recommendations laid down 
there. The Bill followed to some extent the lines of certain 
rules of the Mysore State ** for the grant of loans to facilitate 
agricultural and industrial operations and for the purebate 
and erection of machinery." 1 The Industrial Commission had 
studied the Mysore Legislation and must have had it in their 
mind when they recommended financial assistance to industries 
by the State. These rules authorised the Mysore State to 
grant loans of money (1) for the purchase and erection of 
machinery for agricultural and industrial undertakings, (2) for 
the construction of wells or tanks, of mills, warehouses and other 
structure necessary for agricultural and industrial operations, and 
(8) for the provision of raw material, working capital or other 
appliances required for the carrying on of industrial operations. , 

* Myaora Gotwimmui Order No. G. 2097*146 G. M. 66-12-239, dated Sod September. 

ms. 
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Loans not exceeding Rs. 1 ,000 might be granted by the Director 
of Industries and Commerce. Loans granted for (1) and (3) 
should ordinarily be subject to a limit of Rs. 10,000 and 
Rs. 5,000 respectively, the rate of interest being 61% per annum. 
Tbe time allowed, for repayment of the loans should not exceed 
5 years when they were for industrial purposes and 7 years when 
for agricultural purposes. All loans should be recoverable as 
arrears of land revenue and no loan should be granted unless the 
value of tbe security was at least equal to the amount of the loan. 
The nature of the security should be saleable interest in lands or 
other immovable property held by the borrower plus the mortgage 
of tbe whole plant, machinery and buildings on the purchase and 
erection of which the loan was expended. Instead of offering 
security of immovable property for a loan to purchase machinery, 
the applicant might obtain the requisite machinery from the 
Director of Industries on the hire-purchase system, provided one 
fourth of the value of the machinery was deposited. A special 
officer of the Department of Industries should make a local 
enquiry and report to the Director before any loan could be 
granted. In some important respects, the Madras Bill was also 
closely analogous to the legislation enacted in post-war years in 
several Empire countries to provide for State-aid to industry and 
indeed might have been modelled on the same lines. 

The Bill, entitled the Madras State-Aid to Industries Bill, 
was introduced on the 14th November, 1922, by the Hon'ble 
Minister Rai Bahadur K. V. Nayadu- The Bill was intended 
to assist the establishment and development of industries that 
“ had an important bearing on the economic development 
of the province.” 1 It was passed into law with some amend- 
ments by the Council on the 20th December, 1922, and came 
into operation from 22nd December, 1923. The Act provided 
that the industries which would receive aid under it were : s 
(a) new or nascent industries ; 

j Madras Legislative Oouncil Proceedings, Third 8ession, 1982, Voi. 9, p. 616. 

« Olaaaa 6, 8eo. (I) of tbe Act. 
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(6) industries to be newly introduced into areas where such 
industries were undeveloped ; 

(c) cottage industries. 

The Local Government under its provisions had the power 
to give aid to an industrial business or enterprise in one or more 
of the following ways :* — 

(а) by granting a loan ; 

(б) by guaranteeing a cash credit, overdraft or fixed 
advance with a Bank ; 

(c) by paying a subsidy for the conduct of research or for 
the purchase of machinery ; 

(d) by subscribing for shares or debentures; 

(e) by guaranteeing a minimum return on part of the 
capital of a joint-stock company ; 

(/; by making a grant on favourable terms of land, raw 
materials, fire-wood or water, the property of the Local Govern- 
ment. 

It is noticeable that the Madras Act had no provision for 
making plant available for cottage industries on the hire-purchase 
system, which was provided for by the Mysore State Rules,® and 
was also one of the most important recommendations of the 
Industrial Commission. It is evident that the hire-purchase system 
is much preferable to the loan system in the case of individuals 
who may not be able to give sufficient security or guarantee to 
Government which is required for the granting of the loans. 
The plant under the hire-purchase remains the property of the 
Government and no fresh security is therefore necessary. It is 
distressing to find that the Government could not accept an 
amendment made by Rai Bahadur C. V. S. N. Raja inserting 
a provision to that effect.® State-aid in any of the above forms 
might be given to a joint-stock company provided it was registered 
in India with a rupee capital, a minimum number or proportion 

1 ClMM s. 

* Buie 19. 

* Madras Legislative Council Proceeding*. Vol. 10, pp- lOflOSl. 
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of the members of the Board of Directors were Indians and it 
made arrangements for the training of apprentices as prescribed 
by the Government. 1 As regards the amount of the loan, it was 
originally enacted that it should not exceed 50% of the net value 
or assets of the industrial business or enterprise after deducting 
existing encumbrances. 2 3 Every loan granted under this Act was 
to be secured by a mortgage or floating charge upon the whole 
of the assets of the business or enterprise. 2 Where the amount 
of the loan granted was two lakhs or over, the Local Government 
were to ensure such control as would be sufficient to safeguard their 
interests by appointment of Government directors or otherwise. 4 
The duration of the loan which was repayable by instalments 
should not exceed a period of 20 years unless the Local Govern- 
ment extended the same. 5 Where a loan had been applied for or 
where it was granted, the applicant or the grantee, as the 
case might be, should be hound (a) to comply with any general or 
special order of the Local Government relative to the inspection 
of the premises, buildings or plant or stock in hand of the 
industrial business or enterprise, ( b ) to permit the inspection of 
all accounts relative to it, (c) to furnish full returns of all pro- 
ducts manufactured, or sold both as regards description and 
quantity, (d) to maintain such special accounts or to furnish 
such statements as the Local Government might from time to 
time require, and (e) to submit the accounts to such audit as the 
Local Government might prescribe. 0 

The other forms of State-aid under the provisions of the Act, 
viz., guarantee of cash credits, overdrafts or fixed advances with 
a bank were to be given in the same manner as the grant of a loan. 
As for Government subscription of shares and debentures or 


1 CUuse 6, Section (2 . 

* CUuse 9. 

3 CUuse 10. 

« CUuse 12. 

3 CUuse IS Sees. (!) sod ?2). 
3 CUuse U. 
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guarantee of a minimum return of an industrial business, it was 
enacted that for all shares subscribed by the Government, there 
must be taken up and fully paid for not less than an equal 
number of shares and that for all capital on which a return was 
guaranteed, there should be paid up not less than an equal 
amount of capital which carried no guarantee. 1 * 

In the case of an application for a loan exceeding Rs. 50,000, 
or any other case when considered necessary, a notice should be 
published in the prescribed manner calling upon any person 
who objected to the grant of the aid applied for to state his objec- 
tions so that such objections might be heard and necessary enqui- 
ries be made. 3 Applications for State assistance were to be placed 
before a Board of Industries on whose recommendation the Local 
Government would sanction the loans. The Board was to consist 
of not less than 10 and not more than 12 members of whom not 
more than 3 should be Government officials. The Madras Chamber 
of Commerce, the South India Chamber of Commerce, the Madras 
Trade Association were empowered to elect one member each and 
the Madras Legislative Council two members to the Board. The 
Director of Industries and the Secretary to the Government of 
Madras, Finance Department, were to be ex-officio members of the 
Board. 3 The functions of the Board were to be purely advisory, 
though their advice would necessarily carry great weight. The 
industrial business which received State-aid should not pay any 
dividend or distribute or take any profits in excess of such a 
percentage rate on the amount of its capital as might be fixed 
by the Government from time to time. The balance of the profits 
after setting aside proper amounts for depreciation and for 
the payment of interest on debentures should be carried to a 
reserve fund to be utilised in the manner Government might 
approve. This section was drawn up keeping in view the provisions 
of the rules passed at that time by the Board of Trade in England 

1 CUum 15. 

* CUum 8. 

l Claaae S, 
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in order to guide the grants made by the Government to the 
British Dyes, Ltd. 1 

As regards the recovery of the money due to the Government 
under this Act, it was laid down that all arrears of moneys includ- 
ing any interest and costs might be recovered from the person 
aided and his surety as if they were arrears of land revenue.* 
The interest charged on the loans granted under the Act must 
be at least one half per cent, more than the rate at which the 
Madras Government last borrowed for the provincial loan account. 
It has actually varied between 6|% and 7|% ! . The securities on 
which loans are advanced are carefully tested and the full value of 
the loans advanced is intended to be secured. The valuation is 
conducted by the Industries Department which is sometimes 
assisted by the Revenue Department. ** 

The first meeting of the Statutory Board of Industries con- 
sidered seven .applications for State-aid. Only two out of these 
seven applications were recommended by the Board, viz., one 
from Messrs. Muppama Soma raj u and Vcerarju, Silk Cloth 
Manufacturers, for a loan of R<. 50,000 to develop their factory, 
and another from Messrs. Ivclkar Bros., Managing Agents of 
Cana rn Rice and Saw Mills, Ltd. (Coondapur), for a loan of 
Its. 10,000 to purchase certain machineries. In the first ca-e 
the entire amount was sanctioned by the Government and in the 
second case, only Rs. 0,000 was sanctioned according to the 
Board’s recommendation as the net assets of the company were 
not adequate for a larger loan. The loans were disbursed on the 
23rd December, 1924 and 31st March, 1925, respectively. 4 

In the next year the Board considered nine applications. 
Among these, there was an application from the Carnatic Paper 
Mills, Ltd., for a loan of 4 lakhs and also for a guarantee of over- 
draft or fixed advance with a bank of 2 lakhs of rupees. The 

1 Madras Legislative Council Proceedings, 1022, Vol. 9 f p. 663. 

* Clause 18. 

l Proceedings of the Fifth Industries Conference, 1983, p. 11, p. 24. 

* Report of t' 4 e Department of Industries, Madras, 1025, p. 7- Also Report for the yea r, 
1926, p. 6. 
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loan was recommended and the Government sanctioned and 
disbursed it on the 14th March, 1925. As regards the guarantee 
of the overdraft the company failed to convince the Government 
that if it was guaranteed, the company would be able to finance 
the development of the concern. The Government further 
sanctioned a loan of Its. 5,000 for establishing a small cotton 
ginnery in North Arcot District and a loan of Rs. 18,000 to the 
Kalla Kurichi Society which applied for Us. 25,000 under section 
6(a) of the Act to develop rice hulling and sugarcane crushing. 1 
During the year ended 31st March, 1026, the Board recommended 
to the Government two applications from the Carnatic Paper 
Mills for further loans of Rs. 50,000 and Rs. 3,50,000. The 
Government sanctioned Rs. 30,000 in the first instance during 
the year and Rs. 20,000 afterwards in the beginning of the next 
financial year. The Government had allotted Rs. 1 lakhs in the 
Budget for 1025-26 under the heading “ advances under 
special loans, the State-Aid to Industries Act.” Only 3 loans 
amounting to Rs. 53,600 were disbursed during the year and 
the balance was resumed by Government towards the close of the 
year. From the date on which the Act came into force up to 
the year ended 31st March, 1926, six loans totalling Rs. 5,13,200 
were sanctioned and disbursed. The Carnatic Paper Mills 
alone were granted Rs. 4,30,000 out of this amount. The 
Carnatic Paper Mills received a further loan of Rs. 9,000 on the 
29th March, 1927. In August, 1920, the Government had also 
guaranteed an overdraft for the company with the Imperial 
Bank amounting to Rs. 1,34,469-3-4. 2 

An amount of 4 lakhs was again provided in the Budget for 
the year 1926-27 for the purpose of loans under the State-Aid 
to Industries Act but only two loans totalling Rs. 29,000 were 
disbursed during that period. 


1 Report of the Deportment of Induatriee, Modro*, 1920, pp 6-7. 

1 Report of the Deportment of Industries, Msdroe, 1927, p. 4 . 
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In the year ending 31st March, 1928, two loans were 
sanctioned by the Government one for Rs. 10,000 to Salem Dye 
Works which was recommended in the previous year, and the 
other for Rs. 11,000 to zatninders of Belgaum for developing 
their pyrotechnic match factory. They were disbursed on 26th 
November, 1928 and 18th July, 1928, respectively. 1 

During the year 1929, out of a total amount of Rs. 4 lakhs 
sanctioned in the Budget, Rs. 1,71, 842-5-4 only was disbursed 
Rs. 21,000 being the amount loaned out to new concerns. 2 

In the following year the Board considered 8 applications. 
Of these the most important was from K. S. Sankaram Pillai 
for a loan of Rs. 10,000 to establish a tobacco re-drying factory . 
It was recommended by the Board and also sanctioned by the 
Government. But the applicant subsequently informed the 
Government that he was not prepared to avail himself of it. 
Another application for a loan of Rs. 7,500 from Tanjore Tile 
Works was adjourned for further consideration. It was later on 
recommended that Rs. 4,250 might be advanced to the concern 
and this was sanctioned by the Government.* 

During 1931, 17 applications were considered of which JO 
were rejected. A loan of Rs. 750 was granted to Mr. L. 
Nanjudaswami to work up his silk reeling concern. Loans were 
also sanctioned to two toy manufacturers to develop the toy 
industry. 4 

Up to 31st March, 1933, the Board of Industries considered 
77 applications for loans of which those from 14 concerns were 
granted. The loans actually disbursed were 15 in number 
involving an aggregate amount of Rs. 8,27,415-8-0.® Of this, 
Rs. 6,49,215-8-0 was advanced to the Carnatic Paper Mills, Ltd., 
alone. The balance was distributed among other businesses, the 
largest amount loaned to such enterprises being Rs. 50,000 to 

1 Report of the Deportment of Industries, Madras, 1929, p. 8. 

* Report of the Department of Industries, Madras, 1929, p. 5* p. 102. 

s Reports of the Department of Industries* Madras, 1990 and 1931, p. 3 and p. 4. 

4 Report of the Department of Industries, Madras* 1981, pp. 3-5. 

I Proceedings of the Fifth Industries Conference* July, 1988* p. 11. 
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Messrs. Muppama Somraju and Veerju to develop a silk factory 
and tbe smallest being Rs. 500 to the proprietors of Ram Ram 
Safety Match Factory. 1 We give below a statement showing 
tbe nature of industry assisted and the amount of financial 
assistance granted in each case* : — 

ltn. An. P. 

1 . Paper Mills 6.40,216 8 0 

2. 

Silk Factory 

50,000 0 0 

3. 

Match Factory 

20,000 0 0 

4. 

Oil Mill 

40,000 0 0 

5. 

An Industrial Co-operative Society carrying on 
rice milling, groundnut decorticating, etc. 

18,000 0 0 

6. 

Pyrotechnic Match Factory 

11,000 0 0 

7. 

Dje Works 

10,000 0 0 

8. 

Metul Jmlu^tn 

8,000 0 0 

y. 

Saw Mills 

0,000 0 0 

10. 

Cotton Ginnery 

5,000 0 0 

li. 

Tile Factory 

4,250 0 0 

12. 

Silk Reeling Concern 

750 0 0 

13. 

Toy Manufacturer 

500 0 0 

14. 

Another Match Factory 

500 0 0 


From an examination of the affairs of the industrial concerns 
which received State-aid under the terms of the Madras Act, it 
canDot be claimed that the results have fulfilled expectations. The 
Act has been in force for nearly two decades but there is hardly 
any indication that it has stimulated the economic development 
of the province to any appreciable extent. 8 Most of the 

* Report of the Huiru Provinciul Rooking Enquiry Committee 1031, pp. 131*33. 

* Proceeding* of tbe Fifth Induitrie* Conference, 1083, p 18. 

» State Action in teapeet of Indoatriee, 1038*33, p. 39. (Published by tbe Oovrerament 
of India.) 
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companies to which financial assistance was given have not been 
able to repay the instalments of the loans as required under 
the provisions of the Act. They failed to show any profits 
and most of them have closed down. The Carnatic Paper Mills, 
Ltd., which obtained the bulk of the advances under the Act 
was a failure. They were unable to clear the overdraft which 
the Government had guaranteed with the Imperial Bank on 
the due date and the Government had to - treat the whole 
amount as loans. They could not meet their liabilities to the 
Government and had to be taken over on the 10th December, 
1928. Orders were passed by the High Court for the 
compulsory winding up of the company. An official liquidator 
was appointed and the concern was sold to a new company 
floated under the name of Andhra Paper Mills. The Government 
received Rs. 4 lakhs from them and had to write off Rs. 3,80,428 
of the loan and interest outstanding. The affairs of the Kanara 
Rice and Saw Mills, Ltd., were also not satisfactory. During 
1925-20 the firm incurred a net loss of Rs. 3,659-11-8. It failed 
to pay the 2nd, 3rd and 4th instalments of the loan granted by 
the Government. It was closed down in 1928 and the Collector 
was asked to collect the entire sum due. Before the confirmation 
of the sale the managing agents paid almost the entire out- 
standing liabilities to the Government and the balance has since 
been collected. The Andal Mills at Gudiyattam sustained a loss 
of about Rs. 3,000 during the year ending 31st March, 1928. 
Failing to pay the second instalment of their debts, the 
proprietors prayed for a postponement by one year of the 
repayment of the instalment but the prayer was not granted. 
The Collector was asked to take steps to collect the dues. 
Rs. 800 was realised out of the sale of the concern and out of the 
balance still due to the Government Rs. 1,713 had to be written 
off. 1 The Bellary Match Factory of Mr. M. S. Ramanna which 


Report of (he Department of IndQstries # Madras, 1931, p. 5. Also Report, 1937, 
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was granted a loan of Rs. 20,000 was not a success. It did not 
work muck during the year 1928-29. In the next year a fire 
broke out and damaged the machinery. A dispute arose between 
the proprietor of the concern and the Insurance Company as to 
the amount of the damage. The Government decided to sell the 
concern to realise the loan granted to it. The machinery, when 
sold, fetched only Rs. 4,500. The Salem Dye Works stopped 
working shortly afterwards it received the loan on the plea of 
hardness of water and did not resume work. In the case of 
the Parvatipur Industries, Parvatipuram, there was a net loss 
of Rs. 1,391-1-4 during the year 1930-31. The only concern 
which may be said to be truly successful is the Srilakshtni 
Silk Factory of Messrs. Muppama Somaraju and Vcerju, 
Peddupuram. It always repaid the instalments by the due date 
and by 1931 repaid almost the entire outstandings. The 
Pyrotechnic Match Factory appeared to have been working 
satisfactorily at the outset and during the year ending 31st 
December, 1928, it earned Rs. 2,733-11-5 as net profit. But 
in more recent years it has failed to show any profits. 1 The 
Ramkrishna Sugar Mills, which was recently assisted, also 
sustained a loss of Rs. 33,910.' It is abundantly dear that the 
position of the majority of the concerns assisted under this Act 
was far from satisfactory. The cottage and small industrialists 
found it extremely difficult to avail themselves of the facilities 
of State-aid under the Act. They could not ordinarily show 
assets double the amount of the loan applied for nor could they 
he expected to show detailed accounts on the lines required by 
Section II of the Act and Rules 16 and 17 of the Rules framed 
under the Act. A cottage worker applying for a small loan cannot 
reasonably be expected to incur the expense of employing a 
clerk or accountant to maintain the registers and accounts required 


1 Proceeding* of the Fifth Industries Conference, 1938, pp. 18-16. 
1 Report of the Department of Indnatriee, Mediae, 1937, p. 84. 
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or to incur the expense involved in the audit of such accounts 
by certified auditors. The Director of Industries in his Report of 
1927, pointed out the desirability of exempting such concerns 
from the operation of the Act. During the year 1930-81 the 
question of simplifying the formalities connected with the rules was 
examined with a view to make it possible for the Act to become 
more readily available to the cottage industries. The Government 
amended Rule 21 (d) of the Rules framed under the Act whereby 
an enterprise with assets not exceeding Rs. 500 was exempted 
from insuring the properties mortgaged to Government against 
loss or damage by fire. A small concern whose capital outlay 
did not exceed Rs. 1,000 was also exempted from payment of 
a stamp duty on mortgage deeds securing repayment of 
a loan under the Ac*. A scheme for the supply of textile 
appliances was also sanctioned in 1932 but the results were 
disappointing. 1 

The Public Accounts Committee in 1936, expressing the 
view that the Act had failed to achieve the objects for 
which it was introduced, recommended its amendment bo 
that the Government’s policy in the sphere of industrial 
finance might be rendered more effective.- The Act was accord- 
ingly amended in December, 193G. Clause 2 (1) of the Amended 
Act provides for the grant of aid to old and established industries 
in addition to new and nascent industries. Sec. 9 of the original 
Act was also amended. The limit of the loan which may be 
granted has been fixed in all cases at 50% of the value of the 
assets of the business plus the value of the other property if any, 
offered as collateral. Cottage industries have been re-defined 
as those “ carried on by workers in their own homes as distinct 
from those carried on in factories.” The Government will now 
be able to assist cottage industries even though the middlemen 
may stand to benefit. 1 


l Stole Actum in Raped of Induct riet, 1928-35, op. c/t„ p. 39. 
1 Report of the Deportment of Industries, Medres, 1937, p. 6. 
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wyf. ■■■■■■ 

The Bihar and Orissa State-Aid to Industries Act , 1928 

The BUiar and Orissa State-Aid to Industries Bill patterned 
after the Madras Act was introduced in the Legislative Council 
by the Hon’ble K. B. S. M. Fakbruddin on the 13th July, 1923; 
and was passed in the same year. The object was to regulate 
the giving of the most common forms of State-aid to industries 
in order that the principles on which such loans should be given 
might be well defined. 1 The provisions regulating the grant of 
long-term finance to suitable industrial enterprises like those of 
the Madras Act include direct advances at low rates of interest, 
lower than any charged by a bank or any other financier, subscrip- 
tion to shares or debentures, guaranteeing of cash credits with 
banks and of a minimum return on the whole orpaitofa 
joint-stock company’s capital. As regards the subscription for 
shares or debentures, it is provided that for all shares and 
debentures taken by the Government, at least an equal amount 
must be subscribed for by the public (Section 16.) In addition 
to all these, the Act provides for the supply of machinery 
on hire-purchase basis, a feature which, we noticed, was 
absent in the case of the Madras Act. 2 No machinery should 
be supplied on the hire-purchase system unless the applicant 
deposits with the Director of Industries at least 20% of the 
cost of the machinery. The Government should be protected 
against the total or partial loss of such machinery from risk or 
any other cause by means of an insurance, a mortgage on 
immovable property, the personal guarantee of one or more 
persons or in any other manner. 8 Whenever the application 
for State-aid in any of the above forms exceeds Rs. 10,000, the 
Director of Industries has to advertise it in the Local Official 
Gazette in its three successive issues with a view to invite any 
possible objection. 4 He also cannot sanction it without the 

* Bihar and Orissa Legislitive Council Proceedings, 1923, Vol. 8, pp. 

* The Bihar and Orissa State-Aid to Industries Act, 19®. Sec. 4. 

* The Bihar and Orissa State- A id to Industry, 1923, Boles 18 s»d 14. 

4 Ibid., Buie 4, See also Sec. 7 (3» of the Act. 

27— 1228B 
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concurrence of a majority of the members of the Board of 
Industries. Money is advanced on the security of land, plant 
and machinery of an industrial concern at an interest rate of 6£% 
and the maximum period over which repayment of loans can be 
spread is 20 years. 1 Every loan granted to an industry should 
be secured by a mortgage or floating charge upon the whole of 
the assets of such industry subject to any encumbrances existing 
at the time when the loan is granted and by such 
collateral security as the Government may require (Section 10). 
No loan or guarantee of a cash credit will be given exceeding 
in amount seventy per cent, of the net value of the assets of an 
industry after deducting the value of all prior encumbrances. 
Whenever the amount or value of the State-aid is two lakhs of 
rupees or more, the Government should obtain control over the 
conduct of industry by appointing directors or otherwise. 2 It 
is evident from Sections (4) and (5) of the Act that the terms 
are broad enough to include all kinds of industries. But it can 
not lend to old established industries unless they are being 
started in a new area. The Act does not forbid the grant of 
short-term loans but such loans are not granted. 

Applications for State-aid must be made to the Director 
of Industries in prescribed forms. Fullest information is 
required to be given as regards the security for any loan or 
advance. Details as to the financial resources of the applicant, 
the assets and revenues which will be available as security for 
it and particulars of any existing charges on it as well as any 
debts owned by the applicant should be furnished. Balance- 
sheets and profit and loss accounts when such exist certified by 
an auditor entitled to audit accounts of companies under the 
Indian Companies Act, 1913, should be attached. In the event 
of the applicant being a company, a copy of the prospectus and 
memorandum and articles of association should also be attached. 

1 The question of reducing the rate of interest from 6}% to 3% hie recently engaged 
the attention of the Board of Industries. (See Annuel Report, 1096-87, p 88.) 

ft Section 19 of the Act. 
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Information should also be given as to the collateral security 
offered. The application should be sent with a covering letter, 
explaining the prospects and facilities available for the develop* 
ment of the industry, the nature of the prooess to be utilised, 
the staff to be employed and the history of the industry from its 
inception up to the date of application. 1 

During the first year of the operation of the Act, the 
Statutory Board of Industries received for consideration 11 
applications for State-assistance. Of these the most important 
was an application from the Indian Steel Wire Products, Ltd., 
requesting the Government to take up debentures in the 
company. The Board recommended the application and the 
Government decided to take up debentures to the extent of 
of rupees 5 lakhs ; the conditions being that the company should 
write down its assets and share capital by 50%. The application 
of the Puri Match Indusiries Company, Ltd., for the supply of 
match machineries on the hire-purchase system was also granted, 
and the supply of machinery up to the value of Rs. 5,000 was 
approved of by the Board and sanctioned by the Director of 
Industries. There were two applications for Government 
guarantee of cash credits. One from the Vishwakarma Mills, 
Ltd., Dighaghat, for Rs. 75,000 and the other from the pro- 
prietors of a rice hulling plant. The Government arranged a 
cash credit in favour of the Vishwakarma Mills, Ltd., with the 
Imperial Bank under its guarantee. The latter was also sanc- 
tioned but not drawn upon. The total amount actually paid 
out in loans and under the hire-purchase system before the 
close of the year 1924-25 was Rs. 5,03,534, and of this, the 
Indian Steel Wire Products obtained Rs. 5 lakhs. 1 

During the next year (1925-26), the second year of the 
operation of the Act, 13 applications were considered by the 
Board. The Government granted an application from the 

1 Tbe Bihar sod Orissa State-Aid to Industry Rules, 1928. Bulletin form No. 12. Depart- 
meat of Industries, Bihar tad Orissa, pp. 6*7 (Forms V sod B). s 

* Annua! Report of the Department of Industrie#, Bihsr and Grim, 1924-25, pp. 30-85. 
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proprietor of a canning business for a loan of Rs. 40,000 to 
develop his fruit canning factory at Muzaffarpur and also 
another from Rai Sahib B. Lai for the supply of button-making 
machinery worth Be. 9,500 on the hire-purchase system. 1 

There were some important applications for cash credits 
during the year. Messrs. Baideo Das Narayan Das wanted a 
guarantee of cash credit of Bs. 2 lakhs for installing an adequate 
steampower plant in the Shibagauri Flour Mill at Bhagal- 
pur. The Government arranged for it with the Imperial Bank 
but difficulties arose in connection with the working of the 
cash credit with the Bank. The latter refused to supervise the 
debtor’s operations on tbe:credit so long as the stocks were not 
hypothecated to it. The fixed assets were already mortgaged to 
the Government for the purposes of the guarantee and the 
hypothecation of its current assets in addition to the Bank would 
have crippled its power of raising any further finance. Hence 
the sanctioned credit was not actually availed of. The same 
difficulty arose in the case of a cash credit of 1 lakh of rupees 
applied for by Messrs. Jaipaldas Jitaldas and the cash credit 
was not availed of by them. 2 The third application was the one 
from Messrs. L. D. Brothers who wanted a credit of Rs. 50,000 
dn the security of landed property. It was referred to the 
Allahabad Bank to see if it were possible to arrange a cash 
credit with a bank without Government guarantee on the 
securities offered. 

During the year 1927-28, there were 16 applications for 
consideration before the Board. The following were sanctioned 
by the Government 

(1) A loan of Bs. 5,000 to a factory manufacturing hand 
hammer shafts. 

(2) A loan of Bs. 5,000 to a factory grinding optical 
lenses. 

1 Annuel Report of tlw Department of lodmtriee, Kbit tad Orissa, 1986-96, p. 96. 

* See Ocverouent Beeolution on the Annuel Beport of the Department of Indurtriee, 
Biher end Orieee, lM0>2C,pp. 4-t. 
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| (3) Rs. 32,000 worth of rice mill machinery on the hire- 

purchase system of which machinery worth Rs. 7,000 was 
wanted at first. 

(4) Rs. 5,000 worth of wood working machinery. 

The Board considered 16 applications during 1928-20. 
An oil expeller costing up to Rs. 7,000 for M. Ahmad of Tebta 
and a dal mill worth Rs. 9,500 for Babu Madhusudan Pal ' were 
sanctioned by the Government. A cash credit was arranged 
with the Imperial Bank ^Branch at Gaya for Rs. 5,000 in favour 
of the owner of a rice-milling business. In the course of the 
next year (1929-cO) the total amount advanced was Rs. 24,649, 
the principal industries aided being the dal and the hosiery. 

During 1930-31, ten applications were considered by the 
Board, four of which were from the previous year. Six of them 
were rejected. Most of the rejected applications were from the 
existing businesses for cash credit to tide over the difficult times. 
The total value applied for including cash credit, loan and hire- 
purchase was Rs. 95,000 of which only Rs. 10, 000 was allowed, 
distributed as follows : 1 2 — 

(1) A loan of Rs. 1,500 for an ink manufacturing business. 

(2) Wood-working machinery worth Rs. 4,500. 

(3) An oil engine worth Rs. 2,000. 

(4) An Atta mill worth Rs. 2,000. 

The year 1931-32 was a year of unprecedented depression in 
trade and industry and for the first time since the passage of 
the State-Aid to Industries Act in Bihar and Orissa no provision 
could be made in the Budget for State-aid.* In the next year 
(1932-38) also, no such provision could be made in the 


1 He did not sveil himself of it. 

1 Report of the Department of Industries, Biher end Orissa, 1930*31, p. 5. 

* Government Resolution on the Annual Report of the Director of Industries, Biher end 
Orisn, 196142. 
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Budget. 1 * * After a lapse of five years provision could be made in 
the Budget of 1936-37 for advancing loans to small industrialists 
not exceeding Bs. 500 in any one case. 1 The Act had become 
virtually inoperative during this period. 

In his evidence before the Bihar and Orissa Banking 
Enquiry Committee, the Director of Industries stated that al- 
together 98 applications for state-aid from 33 different industries 
were received by the Government. The gross value of these 
applications amounted to nearly Bs. 39 lakhs. Of these, J9 
applications were for loans, the value of which was Bs. 5,84,750. 
Only two were sanctioned, the value thereof being Bs. 45,000. 
Applications for the taking of debentures by the Government 
were two in number, of which one was sanctioned, the value 
being Rs. 5, 00, ODD. There were 21 applications for cash credit 
of which 7 were sanctioned involving Rs. 4,13,000, the amount 
actually guaranteed being Rs. 80,000. The number of applica- 
tions for machinery on the hire-purchase system was the largest, 
tiz., 55. Only 27 were granted and the amount actually paid by 
the Government was Rs. 1,88,859. Thus out of 98 applications, 
37 were sanctioned, the total value thereof being over Rs. 13 lakhs. 8 
The total amount actually given out as State-aid since the passing 
of the Act up to 1933, amounted to Rs. 7,91,000 of which 
Rs. 3,79,000 was realised while Rs. 3,80,000 was definitely 
ascertained as bad debts and Rs. 97,000 was still outstanding. 4 * * 

The history of the working of the State- Aid to Industries 
Act in Bihar and Orissa is almost as unhappy as in Madras. 
The perusal of the report of the Director of Industries, 1930-31, 
makes melancholy reading. It discloses the lamentable fact that 
no enterprise aided between 1924-28 excepting one was surviving 
in the hands of the original owners. Most of the aided industries 

1 Government Resolution on the Annuel Report of the Director of Industries, Bibsr 

end Orissa, 1982-38. 

8 Annuel Report of the Director of Industries, Bihar for 1986-37, p. 28. 

* Biher end Orissa Provincial Banking Bnquiry Committee, Vol. II fKvfflencee), p. 212. 

< Government Resolution on the Annual Report of the Director of Industries, Biher and 

Orisea, for 1989-88. Alto Proceedings of the Fifth Industries Conference, 1988, p. 19* 
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could not make any profit and were unable to pay tbeir debts to 
the Government according to the terms of the Act, Of the 
nearly 8 lakhs of rupees advanced, as already noted, only 3 
lakhs were repaid and an equal sum had to be written off as irre- 
coverable. The Government of Bihar and Orissa heavily financed 
the Indian Steel Wire Products, Ltd., just as the Madras Govern- 
ment had done in the case of the Carnatic Paper Mills. Five 
lakhs out of the eight advanced under the Act went to this single 
company. As early as 1927 the company declared its inability 
to carry on its business. The trustees took over its properly 
in accordance with the terms of the debenture deed and the 
concern was sold to Mr. Indra Singh of Jamshedpur. The 
Government received only Rs. 2,30,072 against the five lakhs 
advanced, the loss amounting to Rs. 2,69,328.* The Puri Match 
Factory paid the first instalment but could not pay the one due 
on February, 1929. Its connection with the Government ceased 
in 1930-31, the net loss being Rs. 1,574-3-4. The Yishwakarma 
Mills stopped working and went into liquidation. The fruit- 
canning factory at Muzaffarpur was unable to pay its instalments 
and the aid was withdrawn. The Rice Mill at Tehta also 
defaulted. The loss over the transaction amounted to Rs. 9,504 
which was written off. 2 The concerns manufacturing buttons 
and hammer handles also defaulted in repayments. 9 A sum 
of Rs. 30,000 was practically lost on a combined enterprise for 
rice-milling and oil foundry work, as the security on which the 
loan was granted proved unsaleable except at ruinous sacrifice. 
The scheme of advancing under the hire-purchase of machinery 
system has also proved disappointing and the Industries 
Department has become a “ museum of obsolete machineries.” * 

The Bengal State-Aid to Industries Act, 1931 : — 

In Bengal there was no legal provision for State-aid to 
industries till 1931. The State-Aid to Industries Act was passed 

1 Annul Report of the Director of Indiiatriej, Bihar and Oriite 1928-20, p. M. 

* Ibid., 1938-87, p. 01. ’ Ibid., 1980-81, p. 8, 

Report cf the Bihar and Qrieaa Provincial Banking Enquiry Committee. 
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in Bengal on ibe 23rd July, 1931. A Board of Industries has 
been created under its provisions and it is intended that the 
Board should be “ an expert, workable and efficient body limited 
to a small number of gentlemen interested in the province and 
capable of taking responsible action.” 1 The Board is to consist 
of the Director of Industries, two members of the Legislative 
Council, one member each elected by the Bengal Chamber of 
Commerce, the Bengal National Chamber of Commerce, the 
Calcutta Trades Association and the Marwari Association, one 
member, an employee of the Imperial Bank and appointed by 
the Government and two members, not Government servants, 
appointed by the Local Government. 2 The duty of the Board 
is to receive applications for State-aid and to report upon them 
to the Local Government and “ to frame complete schemes and 
programmes for such State action as the Board considers 
necessary for the steady and progressive development of industri- 
es for the consideration of the Local Government.” 8 

As regards the industries to be aided, they are the same as 
in Madras, but the forms of State-aid are much more varied 
and extensive in Bengal than either in Bihar or Madras. 
The Bengal Act contains provisions not only for the grant 
of secured loans, guarantee of cash credits, overdrafts and fixed 
advances, the taking of shares and debentures and guarantee 
of a minimum return on the whole or part of the capital of a 
joint-stock company but also provisions for guarantee of interest 
on preference shares and debentures and for the supply of 
machinery on the hire-purchase system/ 

In Bengal, loans may be granted up to 50% of the net value 
of the assets of the industrial enterprise and the duration of the 
loan is not for more than ten years and may be for 20 years when 
the whole of it is secured on land or buildings or both. 8 As 

1 Proceeding! of the Bengal Legislative Council. July, 1931, Vol. XXXVII. p. 142, 

* Section 3 (1). The Bengal State-Aid to Industrie* Act, 1931. 

9 Section 16. 

< Section 19 (I). 

» Section 19 (1) <o). 



THB 3TATB IN THE ROLE OF THE INDUSTRIAL FINANCIER 217 

regards (he disposal of profits during continuance of State-aid« 
Section 23 of the Act lays down that profits shall be distributed 
only after interest due on debentures and loans has been paid and 
an amount reasonable in the opinion of the Local Government 
has been set aside for obsolescence or depreciation of plant and 
machinery and a further amount which shall not be less than 
*25% of the net surplus available after provision for depreciation 
or obsolescence has been carried to a reserve fund to be utilised 
in the prescribed manner and payment made to a sinking fund 
for the purpose of repayment in the prescribed manner of any 
loan granted.” 1 * * 4 The Government during the continuance of 
State-aid will fix from time to time a certain percentage rate. All 
loans as in Madras and Bihar are recoverable as a public demand.* 
It appears, at first sight, to be satisfactory to note that the 
Bengal Act does not contain the provision included in the Mudras 
and Bihar Acts that applications for loans exceeding a certain 
amount would have to be advertised in the provincial Gazette. 
But though there is no provision for advertisement in the Act 
itself, the rules framed under the Act have provided that every 
application for aid, whether to be accepted or refused, must be 
advertised in the Calcutta Gazette and the daily newspapers.® In 
the case of a recent advertisement, it is seen that the amount 
of the loan applied for is only Rs. - f >00 for establishing an 
umbrella factory. When the application for such a small amount 
has to be advertised, it must be worse than the conditions under 
the Bihar Act. It is understood that the Bengal Act will be 
utilised chiefly to foster the development of small and cottage 
industries and is also expected indirectly to assist in the solution 
of the problem of middle class unemployment. * The main 
objective is to train educated young men in new and improved 

1 Section 28 tl). 

1 Section 26. 

1 Proceedinge of tbe Bengal Legialatiae Council (Official Report), Vol. XLV, No. 2, 
p. 660. 

4 Administration Report of tbe Department of Induetriee, Bengal, 1982-88. 
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processes in such industries. Batches of young men from the 
educated middle classes will be given training in the mofussil 
in certain selected industries by demonstration parties ; and 
machinery will be supplied on the hire-purchase system. The 
appointment of industrial surveyors to collect information 
regarding the ‘marketing conditions and the possibilities of a 
ready market for the products of the industries in which training 
will be given, is an interesting idea under the scheme and is sure 
to prove valuable. The necessary finances are to be obtained from 
two sources, voluntary contributions from the public, which is 
absolutely a novel feature in Bengal and the provisions made by 
Government in the annual budgets. A local fund under the name 
of the Bengal State-Aid to Industries Act Fund has already been 
created out of the contributions made by some public-spirited 
men of the province, the assets of which stand at present at 
Rs. 54,000. The Government, however, were until 1934, unable 
to make adequate provision for financial assistance under the Act 
owing to financial stringency. In that year they took steps to 
provide in the Budget a fund of one lakh of rupees for the grant 
of State-aid in the shape of loans to industries under the terms 
of the Act. They also proposed to undertake the liability involved 
in the guarantee of a cash credit with a bank in accordance with 
certain provisions of the Act up to Rs. 50,000. The idea was to 
enable bonafide industrialists or small industrial concerns to tide 
over temporary financial difficulties by guaranteeing their over- 
draft from a recognised bank. 1 In the Budget for 1935-36, a 
reduced, provision of Rs. 64,000 was made. 

Although there was no legislation for State assistance in 
Bengal before 1931, the Department of Industries had actually 
come to the help of certain industries. In 1925 the managing 
agents of the Mohini Mills approached the Imperial Bank through 
the Director of industries for assistance in opening a cash credit 
account with the Bank with the sanction of an overdraft up to Rs. 5 


Proceeding* of tbe Bengal Legitletire Council, Februtry, 1981. 
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lakhs. The Director gave his support but the Bank did not see its 
way to extend its assistance. The Braziers’ Co-operative Society 
at Brabmanbaria applied to the Department of Industries through 
the Registrar of Co-operative Societies for a loan of Bs. 8,000. 
As there were no funds for such industrial loans in the depart- 
ment, the matter was referred to Government and a loan of 
Bs. 7,000 was ultimately sanctioned. 1 * * The Calcutta Soap 
Works and the Calcutta Pottery Works each received a loan of 
Bs. 2 lakhs nearly from the Imperial Bank on the recommenda- 
tion of the Director of Industries. * 

The working of the Bengal State-Aid to Industries Act is 
also far from inspiring any faith in such legislations. When the 
Act was passed in 1931/ it brought great hopes to many a 
budding industrialist in Bengal, but ufter all these years of 
working, the Act does not appear to have benefited any- 
body. Up to March 6, 1935, the actual amount sanctioned by 
Government against 5 different applications was Rs. 11,000, 
of which Rs. 900 representing two small loans was refused by 
the applicants. The most important thing to lie noticed in 
this connection is that in two years and a half there was no actual 
disbursement of money. Surprisingly enough the only money 
that had been spent so far on the working of the Act was 
Rs. 1,226 to pay for advertisements in the daily papers to invite 
objections to the applications recommended by the Board to the 
Government for sanction . 4 The working of the Act naturally 
came under a fire of criticism in the provincial legislature from 
time to time. It was pointed out that though the Act was passed 
in July, 1931, it did not come to function till 1933. In 1933-34 

1 Annual Administration Report of the Department of Industries, Bengal, 1926, 
pp. 15-17. 

* Evidence of Mr. Weston, Director of Industries, Bengal— Bengal Provincial Banking 
Enquiry Committee, Vol. II, p. 180, 

* Although the Act was passed in July, 1931, rules framed under tl»e Ac* &* sanctioned 
by the Government were not published till J uly , 1983. 

4 Proceedings of the Bengal Legislative Council (Official 1<ep>rt> f l5t l» Beasion, 
Vol. XLV # No. 2, pp. 678-79. 
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no money was provided in the Budget for granting financial assist- 
ance under the Act. In 1934-35 a lakh of rupees was provided 
for but not a rupee was spent out of it and according to the rules 
the entire sum reverted back to Government. In 1935-36 the 
provision was reduced. Only Bs. 16,100 were disbursed as loans 
during the year. In the next year the disbursement amounted 
to Rs. 40,075 and recovery on account of loans advanced was 
Bs. 3,145 as against Bs. 52 1 in the preceding year. All the 
loans were paid out of the Board’s own funds and the Govern- 
ment money provided in the Loan Budget was not touched. 1 

State-Aid to Industry in other Provinces 
Central Provinces : 

A State-Aid to Industries Act on the lines of the Madras, 
Bengal and Bihar Acts was passed by the Legislative Council 
of the Central Provinces and brought into force on the 1st 
September, 1934. The preamble points out that the Act is 
meant to regulate the grant of State-aid in various forms 
to industries and provision has been made for the creation 
of a Board of Industries with the Minister of Agriculture as 
President. The Act closely follows the lines of such legislation 
in the other provinces. The forms of State-aid which may be 
given are the grant of a loan, the guarantee of a cash credit, 
overdraft or fixed advance with a bank, guarantee of a minimum 
return on the whole or part of the capital of a joint-stock 
company for a fixed period, grant on favourable terms of land, 
raw material, firewood, water or any other property of the Local 
Government, grant free of charge or on favourable terms of the 
services of experts or Government officials, payment of subsidy 
for the conduct of research or the purchase of machinery. The 
industries eligible for State-aid in any of these forms are of the 
same kind as those in Bengal, Bihar and Madras. The amount 
of loan to be granted, the nature of security for the loan, 

1 Annual Administration Report, Department of Industries, Bengal, 1936*87, p. 41. 
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methods of recovery and inspection, etc., follow the same lines 
as elsewhere. 

Bombay : 

Following the sanction of the Bombay Legislative Council, 
the Government of Bombay framed rules in 11)35 for affording 
financial assistance in the form of loans to the small 
industries for the construction of buildings, wells, tanks, etc., 
and for the erection of machinery and purchase of raw 
materials. The Director of Industries is to grant loans for 
amounts not exceeding Rs. 2,000 Loans involving sums beyond 
that amount will require the sanction of the Government. The 
maximum loan that may be advanced to a single person has 
been fixed at Rs. 10,000. The borrower is to hypothecate his 
block capital and may also give other collateral securities.' No 
State-Aid to Industries Act is in force in Bombay. 

Before the framing of these rules the Government of 
Bombay had rendered financial assistance to industries to some 
extent through the Co-operative and Industries Departments. 
Loans and supply of implements on the hire-purchase system 
had been made through Co-operative Societies.'* In 11)22-23 
the Government had sanctioned a loan of Rs. 5,000 without 
interest to Mr. Tikekar of Sholapur to enable him to erect 
buildings near his weaving factory.® The Government had also 
granted a loan of ft lakhs of rupees to the Belapur Sugar 
Company at G£% in May, 1926, the loan being repayable in 
May, 1931. The factory repaid its dues in full.' 

Punjab : 

In the Punjab, an Industrial Loans Act was passed in 
1923 and it was hoped by this means “ to be able to render 

> The Indian Economist, July 8, 1935, p 493. Also State Action in respect o/ Industrie I, 
1928-86, pp. 40-41. 

1 Report of tbe Bombay Provincial Banking Enquiry Committer. 

* Report of the Department of Industrie*, Bombay, 1022-23, p. U». 

4 The Sugar Ioduatry Enquiry (Tariff Board), Written Evideuce*. Voi. I. 
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direct financial assistance for the development of industries 
while amply safeguarding the public money involved.” 1 
The assistance to be given under this Act was limited to only 
one form, viz., loans. The maximum and minimum loans that 
could be given were Rs. 5 ; 000 and Rs. 500. Applications for 
assistance were to be received by the Director of Industries 
who would verify whether the security offered was sound or 
not. There was no system here of requiring 4he previous recom- 
mendations from a Board. Loans were usually granted with a 
security at least double the value of the loan of which a subs- 
tantial proportion should consist of immovable property. No 
loans, however, were given under it in 1924-25 and in 1925-26. 
It came to be used from the financial year 1926-27 when 15 
applications were received for the grant of loans. Six of these 
were sanctioned, each applicant receiving Rs. 5, 000. 2 * 

In 1929, 42 applications for loans were received for the 
grant of a total amount of Rs. 1,86,000. Twelve applications 
were granted amounting to Rs. 54,300.® One was recommended 
to the Government for the loan applied for exceeded Rs. 5,000. 
In 1931, it wa3 reported that out of 73 applications, 34 were 
granted, the total amount of the loan being Rs. 74,650. In 
12 cases individual loans were below Rs. 1,000 indicating that 
small and cottage industries were receiving attention. Since the 
introduction of the Act up to 1931, the Government advanced a 
total sum of Rs. 3,61,950 to 112 applicants. Of this Rs. 81,535 
were repaid by way of principal and Rs. 20,577-1-0 by way of 
interest. 4 Two cases were filed in courts for the realisation of 
the amounts due. In 1932, 28 applications for loans out of 
58 received were granted amounting to a lakh of . rupees. Thus 
it is found that up to this year the total amount advanced under 


1 Report of (be Department of Industrie*, Punjab, 1838, p. 3. 

* Ibid.. 1937, p. 7. 

* Ibid., 1898, p. 7. 

* Ibid., 1881. p. «. 
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the Act amounted to Rs. 4,61,950 among 140 applicants. 1 During 
1932-33, 63 applications were received of which 23 loans amount- 
ing to Rs. 75,000 were made under the Act. The industry which 
benefited most was the manufacture of sugar by the open pan 
system, loans for which amounted to Rs. 21,500.* The industries 
which have been assisted by the Government under the Act are 
of a wide variety. The statement given below indicates the total 
amount of loans advanced under the Act up to the year 1933, and 
the names of the various industries which received them.* 


Name of Industry. Total amount advanced. 

Rs. 

Number of persons 
sdvanced. 

Weaving 

80,000 

80 

Hosiery 

58,830 

21 

Leather tanning and allied industries 

41,100 

22 

Sugar 

30,500 

9 

Furniture and carpentry 

29,300 

8 

Tennis gut and sports gear-making 

32, 000 

4 

Calico-printing and bleaching 

23,000 

7 

Oil milling 

20,500 

a 

Type block making and tin-printing 

26,000 

a 

Cutlery 

19.000 

18.000 

4 

Motor Engineering 

s 

Manufacture of drawing instruments 

15,500 

4 

Pottery and chalk 

15,000 

4 

Meta] work 

15,000 

4 

Rosbaoil 

] 0,000 

2 

Dairy farming 

10,000 

8 

Chemicals 

9.000 

a 

Comb making 

5,000 

1 

Film industry 

5,000 

1 

Cigarette making 

5,000 

1 

Jam making 

5,00ft 

I 

Durree making 

5,000 

l 

Picture frame making 

5,000 

J 

Harmonium making 

4,000 

1 

Cosmetic goods making 

4,000 

1 

Ribbon weaving 

4,000 

1 

Sword and lance making 

8,500 

2 

Chiken dozi 

8,000 

1 

Ink making 

2,000 

2,000 

1 

Paper industry 

1 

Total 

5,04,250 

15 2 


1 Report of tho Department of Induatriee, Punjab, 1982. p. 11. 

Government Review on the working of the Department of loduatriea, Punjab, for the 
poor ended Slat Man*, 1938. 

* Proceedings of the Fifth Indnatriea Confers ooe, 1938, p. In. 
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The Punjab Provincial Banking Enquiry Committee reported 
that a large majority of tbe artisans could not take advantage 
of the industrial loans under tbe Act as they were unable to offer 
adequate security. 1 Tbe Committee made certain suggestions to 
modify the rules and regulations governing tbe grant of loans 
under tbe Act. The value of securities offered by tbe borrower 
might be reduced from one and a half to one and a quarter times ; 
tbe existing rate of interest on small loans not exceeding Bs. 500 
might be reduced to the borrowing rate of the Government and 
the recipient of small loans might, if possible, be exempted from 
registration and other procedures required under the Act. 2 The 
Act might also be made more useful to the artisans and the small 
industrialists if provisions could be made for the loan of machi- 
nery on the hire-purchase system. 

In 1935, the Punjab Industrial Loans Act was superseded 
by a new State-Aid to Industries Act. It permits aid to be 
given to industries needing revival or development of modern 
methods in addition to the classes of industry referred to in other 
Acts. During 1037-118, two lakhs of rupees were disbursed in 35 
cases as compared to Rs. 99,275 in 1930-37 and Rs. 94,(X)0 in 
19335-36." 

United Provinces : 

Since 1921 the Government of the United Provinces have 
rendered financial assistance to industries in two ways by 
making (1) grants and (2) loans. As regards grants a sum of 
money varying between Rs 15,000 and 35,000 is annually placed 
at the disposal of the Board of Industries which is a semi-non- 
official body for giving grants for any genuine industrial purpose, 
chiefly to pioneer industries for any purpose required by them but 
generally for the purpose of machinery on a half and half basis. 
The system, however, has not proved suitable for the development 
of bigger pioneer industries. Between 1921-22 and 1932-33, the 

l Report of the Punjab Provincial Banking Enquiry Committee, p. 291. 

’ /M., p. 998. 

* Report of the Department of Industries, Punjab, 1938, p. 93. 
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total amount of grants sanctioned by the U. P. Board of Indus- 
tries was Rs. 1,25,008-3-10, the Budget allotment being 
Rs. 3,14,90c. 1 As regards loans, a Board of Industrial Loan 
Commissioners was established in July, 1922, to supply 
principally small industrialists with capita] upon easy terms. 

The Board was the outcome of the recommendations of a 
committee appointed by the Government under the chairmanship 
of Sir Thomas Smith “ to examine and make recommendations 
upon the subject of establishing an Industrial Bank in the United 
Provinces.” It was constituted to receive applications for loans 
from all classes of individuals and corporations engaged in indus- 
trial development, whether pioneer or not. The Government 
would place a lump sum of money at the disposal of the Board 
with the consent of the Legislature for the purpose of granting 
industrial loans. Factory employees would usually be employed 
for purposes of valuation. The Board could not be legally em- 
powered to sanction the loans but were assured that in most 
cases their recommendations would be accepted without further 
scrutiny. These decisions were endorsed subsequently by the 
Burn Committee in 1924. At its first meeting held in Novemlier, 
1922, the Board considered 13 applications and recommended four 
of them involving a disbursement of Rs. 1,70,000. But three of 
the applicants did not take up the loans and the fourth did not 
comply with the conditions. In March, 1923, the second meet- 
ing was held. Three out of five applications were recommended, 
the total amount being Rs. 52,000, of which the Agra Pencil 
Factory received a loan of Rs. 10,000. The Budget of 1922-23 
had included 5 lakhs of rupees for industrial loans. About a lakh 
out of this was spent at the end of the year. 2 

* Report of the Industrie* Reorganization Committee' 1984, p. 61. Alto App. VI, p, 

42 A. 

The Board's composition : — <11 Financial Secretary to Government (Chairman), (2) 
Registrar of Co-operative Societies, (3) Mechanical Engineer to Government, (4) Director of 
Industries. (0) A member of the Board of iuduatri'S elected by the Board, (6) A member of 
the Upper India Chamber of Commerce, (7) A member of the P P. Chamber of Commerce. 
*8; A representative of the Imperial Bsnk, t9) A representative of Joint-Stock Banking. 

* Report of tbo Director of Industries, United Provinces, 1922*28. pp. 8-7, p. 24. 

29—1229B 
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Id the next year (1923-24), five applications for loans were 
recommended of which the Government approved of the following 
three immediately and reserved for further consideration the 
other two : — 1 


Rs. 

(1) Mahalaxmi Sugar Corporation, Lucknow 1,20,000 

(2) U. P. Glass Works 50,000 

(3) Allahabad Law Journal for a type foundry 22,000 

In 1926-27, the Board sanctioned Rs. 20,000 to a glass 
factory, Rs. 8,000 to a press and Rs. 5,000 to a sugar factory. 
The first two did not take up the loan and the third applied for 
a larger amount and hence the application was rejected. A loan 
of Rs. 7,000 was disbursed at the end of the year to a Brass 
Workers’ Society at Ivhari for the purchase of raw material. A 
loan of Rs. 5,000 was also sanctioned to a scissors manufacturing 
factory but it was not prepared to take it on the conditions pres- 
cribed by the Government.* 

In the year 1927-28, Rs. 5,000 was sanctioned to the Muttra 
Match Factory and Rs. 40,000 to a manufacturer of China-ware 
in Bareilly. Rs. 15,000 was paid in during the year and the 
remainder in the next year.* 

The Government sanctioned in the following year Rs. 6,000 
for assisting the Leather Industry, Rs. 15,000 for the Brass- Ware 
Industry and Rs. 8,000 for Disinfectant Manufacture.* 

The total amount of industrial loans sanctioned by the 
Government during 1931-32 was Rs. 30,000, of which Rs. 10,000 
was for developing a jam-making and fruit-canning industry at 
Ranikhet.* In the following table will be found a summary of 


1 Report of the Department of Indoetriee, United Provinces, 1023*24, p. 6. 
< Ibid., 1026*27, pp. 10*11. 

* Ibi d., 1827-28, p. 7. 

* Ibid „ 198041, p. 21. 

* Ibid., 1931*32, p. 10. 
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all the loans advanced by the Industries Department in every year 
since 1917-18 to the various industries of the provinces. 1 


Classified Abstract of Loans Advanced by the Department of 
Industries, United Provinces. 


Name of Industry. Name of Recipient. 


Total Amount 

Year of Amount for the 
Sanction. Advanced. Industry. 


I. Sugar 


1. Karandia Co., 

Lucknow 1922 

Mahaluxmi Co., 
Lucknow 1924 


i* 

i l. Coront 
Allat 
2. Karan 
Luck 


1. Coronation Mills, 

Allahabad 1910- 

II. Flour Milling i2. Karandia Co., 

~-ucknow. 1922' 


III. Glass 


1. Mr. Varebani 

Bajori * 1917-18 20, 

2. Naiui Glass Works 1920-21 10, 

3. Mr. Vnrshani 1922-23 1,00, 

. 4 . Ditto. 1928-29 10,000 


•23 9,00,000 ) 

f 7,20,01 
,-25 1,20,000 ) 

>-20 20 , 000 ) 

f 42,00, 
-28 4,00,000 ) 

>,000 } 

1,000 }■ 1,76,01 
,000 \ 
i.OOO-/ 


IV. Bobbin Industry Bobbin Co., Cawn- 1925-26 80, (MO 80,000 

pore 

V. Meto-Ohina Mr. Mirza, Iioorkee 1927-28 40.000 40,000 

VI. DyeB & Tanning 

Extract Mr. Mirza. Bareilly 1917 18 30,000 30,000 

VII. Type Casting A. L. Journal Co., 


VIII. Brass-Ware 
IX. Ink 
X. Match 


Allahabad 1921 25 22,000 22,000 

Shannon £ Co., 

Moradabud 1930-31 15,000 15,000 

Mr. Shukla, Cawn- 


pore 


Mr. Bhargava, 1925-26 5.000 

Muttra 

Ditto 1927-28 


1922-28 12,000 12.000 

10,000 


. 000 ) 

,0001 


* Kaput of tha Induatriaa Reorganisation Committee, U. P -, 1B84. App- V, Table U, 
P- 40A. 
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Name of Industry. 

Name of Becipieoi. 

Tear of 
Sanction. 

Amount* 

Advanced. 

Total Amount 
for the 
Industry. 

XI. 

Jam-making 
and fruit- 
canning. 

Momtaz Hossain 
and Sons, Rani- 
khet. 

1981-82 

10,000 

10,000 

Xll. 

Disinfectants 

P. Khandelwal 

& Co., Lucknow. 

1930-81 

8,000 

8,000 

XIII. 

Tanning 

Wali Mohammad, 
A. Bazak, Agra. 

1930-31 - 

6,000 

6,000 

XIV. 

Spinning 

Mr. B hag Wat Pro- 
sad Srivastava, 
Basti. 

1925-26 

2,000 

2,000 


Tola] ... ... 16,51.000 


It will be observed from the preceding Table that the largest 
measure of assistance went to the sugar, glass and flour-milling 
industries. The other industries which were also financially 
assisted were type-casting, printing ink, jam-making, brass-ware, 
match, tanning, meto-china, manufacture of disinfectants, of bob- 
bins and of dyes, etc. Out of the total sum of Rs. 15*51 lakbs 
advanced, there were 14 large loans (exceeding Rs. 10,000) 
amounting to Rs. 15*15 lakhs and six small loans totalling 
Rs. 36,000. 

The affairs of the State-aided concerns have been as dis- 
appointing here as they have been in the case of Madras and 
Bihar. Ab early as 1925 the Lucknow Sugar Works owed as 
arrears of interest Rs. 1,76,000 ; the Karandia Development Cor- 
poration went into liquidation in 1927 ; the Mabaluxmi default- 
ed and fell into arrears. The bobbin factory fared no better. 
The glass works alone were able to pay regularly but even here it 
cannot be said that the loan achieved its purpose, viz., the estab- 
lishment of the manufacture of sheet glass. 1 Experience in 
connection with the large loans has been almost uniformly 
unsatisfactory. Out of Rs. 15*15 lakhs advanced in this way, 
Rs. 8,74,322 have had to be written off as irrecoverable; whUe 

1 A. Glow, Ths State t nd Industry, Oh. XU. p. 109. 
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of the balance over Rs. 80,000 are still overdue. Some of the 
concerns to which smaller loans were advanced also defaulted. 
But experience in regard to the smaller loans has not been 
generally so unhappy ; only Rb. 1,714*5-0, being the amount out 
of a total of Rs. 30,000, advanced had to be waived. 1 The 
number of applications for loans has been declining in recent 
years and the Board of Loan Commissioners was abolished on 
January 1, 1937.* 

An important step was taken by the I'nited Provinces 
Government when an Industrial Finance Committee, consisting 
of banking and commercial experts, was appointed in November, 
1934. In their Report published in 1935 the Committee recom- 
mended the formation of two special institutions, one for finan- 
cing the major and minor industries, and the other for assisting 
the cottage industries of the provinces. The former institu- 
tion, to be called “ the I’nited Provinces Industrial Credit Bank, 
Ltd.,” should be started with an initial authorised and issued 
capital of Rs. 25 lakhs. The Local Government should guarantee 
a dividend on the initial paid-up capital of the Bank at the rate 
of 4% free of income-tax up to a maximum period of 20 years. 
The business of the Bank should be* — 

(1) to give long and short-term credit facilities to major and 
minor industries with a view to encouraging and assisting those 
engaged in industry ; 

(2) to lend money against sufficient security in the shape of 
fixed and floating assets ; 

(3) to give credit facilities to those engaged in major and 
minor industries, or for the establishment of new industries, 
under tbe guarantee of Government in the absence of adequate 
security, where Government is of opinion that such assistance 

1 Beport of tbe Industries Reorganization Commitlee, U. P., 1034, p. 5*>. Also App. V# 
Table I, p. 39 A. 

* Administration Report of tbe Department of Industries, V. P, for tbe jeai ending 
3let March, 1387# p. 10. 

* Report of tbe Indnatriel Finance Committee* U.P.» 1385, pp. 22-24. 
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is necessary in the interest of the industrial development of the 
provinces ; 

(4) to underwrite, subscribe to and invest in shares of 
joint-stock companies registered in the United Provinces and 
connected with industries having prospects of attaining commer- 
cial proportions; 

(5) to lend money on immovable property, bills of lading, 
documents of title, promissory notes of two or more parties, 
debentures, Government promissory notes, etc. ; 

(6) to encourage the purchase of machinery, materials, etc., 
on the hire-purchase system and to supply funds and give guaran- 
tees for that purpose. 

In addition to the business set out above, the Bank should 
lie free — 

(*) to open current accounts only for those who have taken 
advances from the Bank. The public should not be allowed to 
open current accounts as it is not desirable that the Bank should 
incur demand liabilities of any nature, as its funds would be 
generally invested in long-term credits. It may, however, accept 
deposits for long periods from the public; 

(ti) to discount bills, promissory notes, hundis, etc., and 
to open overdraft and cash credit accounts with or without secu- 
rity of persons directly or indirectly connected with Provincial 
industries. 1 

Causes of the Failure of State- Aid in India : 

The history of State-aid to industry has not been happy in 
India. Indeed the results have been so disappointing that ideas 
are rapidly gaining ground that, after all, the principle of State- 
aid.may be wrong. Before condemning the principle of direct 
financial aid to industry by the State, it is necessary to analyse 
carefully the reasons for its failure in the various provinces of the 
country. In the earlier stage there was very little experience to 

1 An " Industrial Credit Bank” bas since been established by the Government of the 
United Provinces on the lines of these recommendations 
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guide the Department of Industries in working the Acts and the 
investments were unfortunately not carefully planned or selected. 
The Governments of Madras and Bibar made heavy commitments 
in a single concern, the Carnatic Paper Mills and the Indian 
Steel Wire Products, Ltd. The success of the working of the Acts 
came, in each province, to he bound up with the fortunes of a 
single concern ; the risks were not spread out. The consequences 
of this imprudent policy could not hut be disastrous. The failure 
of the concerns landed the two provinces in serious losses. 
Nothing has brought more discredit to the State»Aid to Indus- 
tries Acts than this indiscreet policy of advancing so heavily to a 
single enterprise. It was against the fundamental principle of 
industrial financing. 

Bureaucratic delay in the disbursement of loans under the 
Act has in no small measure contributed to the disappointing 
results. There was great delay in examining and valuing the 
assets of the business, in getting the recommendation of the 
Board of Industries and in the final decision of the Local Govern- 
ment. The scrutiny of the Agricultural and Industries Depart- 
ment and the Finance Department took a long time. Even 
when the Government finally decided to sanction a loan, there was 
inordinate delay in disbursing the amount sanctioned. 1 In many 
cases loans applied for and even sanctioned were not disbursed 
after a year and sometimes more than a year. The need for the 
loan might have disappeared by that time, the conditions of the 
market might have changed. Pressing obligations could not 
have been met and a golden opportunity might have been thrown 
away. Under the circumstances, it cannot reasonably be expected 
that the financial results of the Act will be happy. 

1 Several instances of the dilatory methods of the Onrernment were quoted by a 
member of the Statutory Board of Industrie*, Bengal. On March 0. 193d, lb* Board recom> 
mended a loan of Ba. 600 to an applicant who wanted to improve hi* umbrella factory to 
enable him to torn out more umbrella* for the monaoon aeaaon. The loan ws* not Mnclionad 
by the Government till August and then after waiting for aometim# for the money which 
was not forthcoming, bo withdrew hi* appUc*tion.-Pwceedio«* of the Bengal Ugialatiee 
Council, March, 1986, p, 679. 
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Besides the uncertainties that frequently arose in interpret- 
ing certain sections of the Acts, there are other defects and 
limitations. In regard to hire-purchase, for instance, there is 
no provision in the Bihar and Orissa Act for collateral security 
and the Government has to take over the machinery on a month’s 
notice from the' hire-purchaser. The hire-purchaser is to pay 
only the instalments that have fallen due before the date and is 
absolved from further responsibility. But. second-hand machi- 
nery, even in good working order, does not fetch more than 20 
to 30 per cent, of its original value and consequently the 
Government has to suffer considerable losses. The Act should 
be amended in such a manner as to provide for collateral security 
and guard against loss owing to the premature termination of 
the hire-purchase agreement. The period of 20 years for the 
hire-purchase of machinery in the Bengal and Bihar Acts is also 
unduly long. After the lapse of 20 years all machinery becomes 
“ scrap ” and the Government cannot realise anything from its 
sale in the event of the bankruptcy of the industrial concern.’ 
This period may very well be reduced to 7 or 10 years. 

Lack of co-ordination in industrial policy between the 
Provincial and Centra] Governments has been to no small extent 
responsible for the unhappy history of State-aid in India. 
Direct financial assistance from the State is but one of the 
factors influencing industrial development. Lakhs of rupees 
lent by Provincial Governments will be powerless to build up 
an industry unless other conditions are fulfilled. The other 
conditions are tariffs, railway rates, currency and exchange. 
These arc beyond the control of the Provincial Governments and 
are controlled by the Central Government. A benefit extended 
to the provinces under the Act may be nullified by the policy of 
the latter. There is no use in granting State-aid by the pro- 
vinces while the Central Government is working tariffs, railway 
rates and exchange in a manner which will take away the 
•* 

t 8. C. M it tor (Director of Tachiatrie*, Bengal )— A Recovery Plan for Bengal , p. 558* 
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substantial part of the aid. A closely co-ordiuated industrial 
policy — a scheme of planned economy — is what is required to 
stimulate the industrial development of a country. 

The most important cause of the failure of State-aid in 
India lies in the absence of a suitable and efficient machinery to 
disburse public funds after careful investigation. The satis- 
factory working of the Acts depends to a considerable extent 
upon the proper assessment of the credit-worthiness of the 
enterprisers applying for State-aid and upon the careful estimate 
of the prospects and soundness of their business. The task is 
not at all an easy matter and requires a special machinery for 
its fulfilment. Under the various provincial Acts the Board of 
Industries (the Board of Loan Commissioners in the United 
Provinces) which meet together from time to time to examine 
applications for State-aid has been entrusted with these res- 
ponsibilities. But the Board is not sufficiently competent to 
judge of tbe credit-worthiness of the applicants or the financial 
aspect of the risk involved in granting the aid. The Board is 
a large and heterogeneous body and cannot examine applications 
for loans with the thoroughness they require. The members 
of the Board arc men of affairs and must be very busy on their 
own account. They are unable to devote their whole time or 
attention to the task. The fact that in many cases meetings of 
the Board could not be held for want of a quorum is sufficient 
indication of the lukewarm interest taken by the members in the 
matter. Neither the Board nor the Department of Industries 
possesses the adequate experience, organisation or machinery 
for discharging its responsibilities. The Department is more 
concerned with the improvement of processes, appliances and 
technique of industries rather than their financial requirements. 
It has thus been called upon to undertake the responsibilities of 
a task for which it is not qualified. Undoubtedly in many 
instances the character and capacity of those who applied for 
State assistance could not he Baid to be properly suited to tbe 
enterprises they ventured upon. The Director of Industries, 

30— 1223B 
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Bihar and Orissa, stated before the Provincial Banking Bnquiry 
Committee that a great many of the applicants could not be said 
to have satisfied all the tests of sound businessmen. This fact 
might be the reason why they could not raise their required 
finances from the ordinary sources and finally came to Govern- 
ment for accommodation inspite of the blaze of unwelcome 
publicity to which applications for aid were exposed under the 
Act. Applications exceeding a certain amount, it will be re- 
called, are required to be advertised in the Gazette. This, 
though necessary to protect the interests of the taxpayers, is 
calculated to injure the credit of the applicants. It is not 
improbable, therefore, that the persons who apply for State-aid 
are not usually those who are able to procure accommodation 
elsewhere. The Act may have unwittingly prevented enterpris- 
ing businessmen from taking advantage of the facilities granted 
under it and may have unwillingly assisted the “ lame ducks,” 
the inefficient and the imbecile in business. This charge may 
be levelled even against the Indian Steel Wire Products Company. 
Its head office was in Bombay and a sound proposition seldom 
lacks money in a city like Bornay . 1 A lhrge number of ins- 
tances has already been cited where the applicants did not take 
up the loans after they were granted ; they did not even know 
their own minds. In several other cases they were unable to 
tumish sufficient security or supply to the Government all 
the necessary information required under the provisions of 
the Acts . 2 All this is an illuminating commentary on fhe 
character of the businessmen seeking aid. The financial 
result of the extension of aid to such types cannot but be 
disastrous. Under the circumstances it is desirable that 
the Government should relieve the Department of Industries of 
these heavy responsibilities and vest them in the hands of a 

1 Evidence of the Director of Industries, Bihar and Orissa. See Bihar and Orissa 
Provincial Banking Enquiry Committee, Voi. II, p. 214. 

1 During 1987-88 out of the 15 applications for loans made to the Bombay Government, 
14 could not he considered for this reason. (See Annual Report, Department of Industries, 
Bombay, 1987-38, p. 26.) 
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more suitable organisation. Properly speaking, these are the 
functions of a bank. A bank will in the first instance be able 
to exercise more commercial supervision of the money that the 
Government is spending than it is possible for the Department 
of Industries. It will also be able to judge more adequately 
the credit standing of the applicants for State-aid, their mana- 
gerial capacity and the prospects of their industrial propositions. 
The Director of Industries, Bihar and Orissa, rightly observed 
before the Provincial Banking Enquiry Committee that " the 
decision whether a particular industry should he financed or not 
ought to be taken out of the hands of the existing Board of 
Industries and placed in the hands of a bank.**' 

Lastly it may be observed that the State-Aid to Industries 
Acts were launched under one of the most severe depressions the 
business world has ever known. The post-war Ikjouj was 
succeeded by a widespread slump and during the past few years 
an economic blizzard of unexampled intensity was sweeping 
over the whole world. Industries of every description, private 
as well as State-aided, suffered under it. The unhappy affairs 
of the State-aided concerns should not prompt one to believe 
that they were the only ones to suffer. As a former Director 
of Industries, Bengal, observed : “ It must not be forgotten 
that private industrial enterprise has been equally barren of 
adequate results and has failed to establish new industries of any 
substantial importance except when special tariffs have secured 
protective markets for them .” 1 2 

State-Aid to Industries in the Native States in India : 

In sharp contrast to the disappointing results of State- 
aid in the various provinces of British India, however, the Native 
States have been carrying on a remarkably successful policy of 
State assistance to industries. The definite attitude of moral 

1 Evidence of the Director of Industries, Bibar and < )ris*a» Vol. II, pp. 2011-7. 

* ** Industry and Stale " — an article by Mr. A. T. Weston, M.I.C.E., Director 

of Industries* Bengal, in The Capita ! , Tvade, Industries and Transport Supplement, 1881, p. 0. 
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support and tbe all-round policy of encouragement adopted by 
the States have a great deal to do with this achievement. The 
industrial policy of the States has suffered no handicap from the 
division of functions between Central and Provincial Govern- 
ments as in British India. This lack of co-ordination between 
the Central and Provincial Governments in regard to industrial 
policies and the consequent absence of an all-round policy of 
State encouragement were, as already noted, to a great extent 
responsible for the failure of State-aid in British India. 

Mysore : 

Mysore easily comes first in the matter of Slate encourage- 
ment for indigenous industries. There is no other State which 
has adopted a more enterprising policy of State-aid for its 
industries or has achieved a greater measure of success in that 
field. Ever since the Mysore Government framed rules in 1913 1 
“ for the grant of loans to facilitate industrial and agricultural 
operations,” it has followed an active policy of State-aid to 
industries. It has established institutions under its own 
management, such as the Government Soap Factory and the 
Metal Factory; has carried on experimental and investigation 
work ; and has assisted industry in every possible way. The 
granting of loans for the purchase of machinery for industrial 
purposes and sometimes also for working capital has been a 
special feature of the State policy. 

The Government has taken shares in some concerns or 
given guarantee to private banks to advance loans to the 
concerns. 8 The mill industry, now one of the most flourish- 
ing industries in the State, has been assisted by loans, advances 
and cash credits. A cotton mill received Rs. 8 lakhs through tbe 
Mysore Bank in the form of a cash credit. * Two woollen mills 
were specially assisted either directly or through the Bank 

1 Revised later io tbe light of tubeequent experience. 

* Proce 'ding* of the Ibduatries Conference held in Simla, July, 1938, p. 22. 

a /bid., p, 96. 
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of Mysore. The Mysore Yarn Co., Ltd., the Mysore Pre- 
mier Metal Factory, the Mysore Pharmaceuticals, Ltd., the 
Art Litho Press, the Tirthali Tile Factory, the Aryan 
Hosiery Factory are some of the industrial concerns financially 
assisted by the Government. 1 The Department of Industries 
has started by loans or otherwise a number of flour mills, rice 
millB, pumping plants, etc. It has also assisted cottage and 
small industries 'and is reported to have been responsible for 
bringing into existence in various parts of the country nearly 
500 concerns owned by small capitalists. 

The industrial loan policy of the Mysore Government has 
been attended with singular success. The Government has 
lost very little money. Since the introduction of the policy of 
financial aid in 1913, the total amount sanctioned in respect of 
industrial loans up to 1930-31 was Rs. 14,35,124-3-6 of which 
Rs 9,64,032-9-11 was recovered and only Rs. 54,803-2-10 was 
written off. 2 

Mr. Collins, C.I.E., I.C.S.. a former Director of Industries 
in British India and afterwards the Director-General of Com- 
merce and Industry, Hyderabad State, pays a high tribute to 
the successful industrial policy of the Mysore Government in 
the following words : — “The State lias shown that active en- 
couragement of industry can be undertaken without loss of 
public money and to the great benefit of the country.” * 

Hyderabad : 

A Department of Commerce and Industries was established 
in Hyderabad in 1918 and since then the State has been render- 
ing financial assistance to industries. It created in 1919 an 
Industrial Trust Fund of a crore of rupees for granting State-aid 

1 See Report or the Administration of the Deportment of Indostries end Commerce, 
Mysr.ie, 1910 90, p. 9. 

l Report of the Admin'stretiou of the Deportment of Industries end Commerce, Mysore, 
1980-81. p. 4. 

1 “ Industrial Policy in the Indian Bute''— ao article by B A. Collins, C.I.E., I.C.B., 
in The Capital, Trade, Industrie# end Transport Supplement, 1933, p. « 
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to industries. The fund is controlled by a Board consisting of 
3 members of the Executive Council including the Finance 
member as Chairman. Power has been delegated to this body, 
“ to utilise the corpus of the fund for loans to big industries and 
to spend the income in various other ways without reference to 
any further authority.” The fund has been invested chiefly 
in industrial debentures and in some cases in ordinary shares 
also. The income from this investment is* used in the develop- 
ment of cottage industries, propagation of technical and indus- 
trial education and granting of loans to small industries at 6% 
interest. The policy has not been unsuccessful and bad debts 
have not been many. 1 The investments from the Industrial 
Trust Fund have yielded a full return except in one case, viz., a 
glass factory. The State invested Rs. 30,000 in the concern but 
it went into liquidation. Among the large-sized industrial 
enterprises financially assisted, the Shahabad Cement Works 
may be mentioned. It was helped with a loan of Rs. 12 lakhs 
at 8$ interest. It is now in a flourishing condition. As re- 
gards small industries, fairly good recoveries have been made 
exceptinafew instances where the valuation of the land given 
in security was defective. The amount lent to these industries 
totalled in 1933 nearly Rs. 5 lakhs, of which more than half has 
been recovered.® 

Baroda : 

The history of State-aid to industries in Baroda dates back 
to 1891 when a sum of Rs. 1,50,000 was set aside for granting 
loans to small industries. The amount was subsequently in- 
creased to 3 lakhs. During the Swadeshi movement, when 
new industries were started all over the State, the Government 
liberally assisted every venture in every possible way. In 1906 
the Department of Industries and Commerce was organised and 
rules were framed to grant loans to industries two years after. 

1 Article by B A. Collin*, op .fit. 

9 Proceedings of the Industries Conference held in Simla, July, 1938, p. 28. 
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The Bank of Baroda was established about the same time* The 
Bank was expected to grant long-term loans to industry but this 
expectation was not fulfilled. In 1915 the Government set aside 
a sum of Rs. 15 lakhs for loans to new industries at low rates of 
interest. The Bank of Baroda was also asked to advance loans to 
industrialists on the condition that the State would place with the 
Bank an equivalent amount at a lower rate of interest to meet 
the risk assumed by the Bank. The commission received by 
the Bank for the risk it undergoes in financing industry with 
long-term loans amounts to 1*£ . The experiment has been 
found to be highly successful. The loss of State money has not 
at all been serious. Out of a sum of Rs. 20 lakhs only 
Rs. 43,000 have been lost so far, excluding one case when a 
debenture loan of Its. 10 lakhs was given to a cement works.' 


Gwalior : 

In the State of Gwalior the Durbar has granted, besides 
many concessions, direct financial aid to industrialists in the 
shape of debenture loans. The cotton mills received as loans 
from the Government a sum of Rs. 34 lakhs. The loans were 
made out to four mills as follows : — 

LukhH of IIh. 


1. Jayajee Kao Cotton Mills, Gwalior ... 18 

2. Biuod Mills, Ujjain ... 8 

8. Nazar Ali Mills, Ujjain ... 6 

4. Sipra Mills, Ujjain ... 3 

Total 34 


According to the Trade Member of the State, the results of 
state-aid to the weaving industries have been quite satisfactory 
in Gwalior. But in the case of smaller industries loans amount- 
ing to Rs. 1.0 lakhs had to be written off. The investment of 
Rs. 22 lakhs in the two State-owned factories of pottery and 

* ProcMding. of the Ioduitri.. Conference held in Simle, July, 1983, p. 28. See eleo 
Article by Mr. Collin* in The Capital Supplement, op. cit. 

* Proceedings of the Industries Conference held in Simle, July, 11133, p. 23. 
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leather has also been unsatisfactory owing to Japanese com- 
petition. 1 

Travancore : 

In Travancore State, a sum of Rs. 50,000 is provided every 
year in the bu'dget for the encouragement of small industries. The 
Director of Industries is permitted to grant loans up to Rs. 25,000 
with no further reference to the Government.. Loans are given only 
on property securities valued by the Staff of the Revenue Depart- 
ment. The Government has- subscribed to a portion of the share 
capital of a sugar factory which has been working fairly satis- 
factorily since 1932. Some of the oil mills in Aleppy and other 
places also approached the Government for loans as they were 
hard hit by the prevailing economic depression and a sum of 
about of Rs. 50,000 was sanctioned in 1932. An Industrial Loans 
Regulation was also passed in the same year with a view to provid- 
ing funds for granting loans to cottage workers as well as to 
large-scale industries. According to the Director of Industries of 
the State, the experience of loans granted on the security of pro- 
perty has not been unsatisfactory. 2 


1 Proceeding* at the Induoti ies Confeience held in 8imU, 1088, p. 37. 

* Ibid, pp. 39-28. 



CHAPTER VIII 


State-Aid to Industry Abroad in Post-war Years 

During the post-war years, the theory and practice of state- 
aid to industry has developed considerably and in many countries 
has come to form an integral part of Government policy. There 
has been a definite breakdown of the policy of laissez-faire in 
industry which dominated so strongly the nineteenth century, 
thought and practice. A study of the methods by which and the 
conditions under which the State is assisting industry elsewhere 
will prove to be not only interesting but also highly instructive. 
The forms in which state-aid, both direct and indirect, has been 
furni sited are various, all of which do not fall within the strict 
purview of our survey. We are concerned here only with one 
such form — dim.' financia hissistance, by which we refer to assis- 
tance in the form of loans with or without interest, subscription 
to share and debenture capital, grants, subsidies, guarantee of 
interest* and the like. The space at our disposal does not permit 
us to undertake a detailed survey of state-aid to industry in all 
the different countries of the world. We shall confine our 
immediate interest to a study of the policy of State financial aid 
in a few selected countries, sufficient to give an indication of the 
growth and development of the practice of state-aid in recent 
years. Our attention will be directed particularly to a review of 
the legislation providing for state-aid to industry in post-war 
years. It will be found that in some instances such legislation 
bears a close analogy to the State-Aid to Industries Acts in India, 
and may indeed have inspired them. An attempt will be made to 
find out how far the working of such laws has been attended 
there with success from the view-point of the economic develop- 
ment of the countries concerned as well as from that of Govern- 

3J-1228B 
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meat finances. Among the Empire countries, the Province of 
British Columbia in Canada, the State of South Australia and the 
State of Victoria in Australia are remarkable for placing on their 
Statute books in the post-war years elaborate laws for the provi- 
sion of State .financial aid to industry. It is in the fitness of 
things that a study of post-war state-aid to industry should begin 
with a detailed review of the legislation enacted in each of these 
three countries. 

7. The Province of British Columbia ( Canada ) 1 * * 4 

In the Dominion of Canada, the province of British Columbia 
passed in 1919 an Act entitled “ The Department of Industries 
Act ” for the purpose of giving financial aid to industries. The 
aid was to take the form of a loan, guarantee or guarantees of 
securities on approved plans and the enterprises to be assisted 
were to be such as “ to encourage the economic and commercial 
manufacture of the natural products of the province.” 

Plans, submitted by representative bodies of returned 
soldiers of British Columbia for promoting and providing for 
employment through the establishment of new industries and the 
development of existing industries, were also to be considered and 
dealt with.* 

An Advisory Council was appointed under the Act by the 
Lt -Governor in Council, consisting of not more than 7 members, 
representative of the commercial, financial, industrial, manufac- 
turing and labour interests of the province.* Financial aid in any 
of the forms mentioned above would be granted to any person, 
partnership, association, company or corporation by the Minister 
of Industries upon the recommendation of the Advisory Council 


1 The Hon*ble Minister of Industries and Finance, and the Deputy Minister of Indus- 
tries, British Columbia, furnished the writer with the Annual Reports of the Department of 

Industries, copies of the Department of Industries Act, 1919 and other documents, and also 
replied to detailed questionnaires. 

i Section 4, The Department of Industries Act, 1919, C. 84, 8, 1. 

4 Section 6 0). 
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and with the approval of the Lt. -Governor in Council. It will be 
observed that the Columbia Advisory Council, its composition 
and its functions closely resemble the Statutory Board of Indus- 
tries in the Indian Acts. The object of such assistance was to 
promote and develop industries and manufactories . 1 An indus- 
trial development fund was created consisting of such moneys as 
might be appropriated by or under the authority of the legislature 
for the purposes of this Act and all sums received by way of 
interest on or repayment of any advance made by way of loan 
pursuant to this Act . 3 

For the purpose of this Act, a provincial Industrial Loan 
not exceeding $2,000,000 might be raised or borrowed by the 
Lieutenant-Governor in Council by the sale of debentures, 
treasury bills or notes or by the issue and Bale of British 
Columbia Stock under the provisions of the “ Inscribed 
Stock Act.*’ Treasury bills or notes might be renewed and 
re-issued from time to time and the amount outstanding on any 
original or renewed treasury bills, etc., might he converted into 
debentures or British Columbia Stock, but so as to be repayable 
not later than the 30th day of June, 1945. " All debentures, 
treasury bills, British Columbia Stock have to bear interest at a 
rate not exceeding 6% per annum to be fixed at the time of sale 
and to be payable half-yearly and repayable at a dale not later 
than the 30th June, 1945/ The Minister of Finance might pay 
the interest accruing on all moneys borrowed for the purposes 
of the Act out of the consolidated revenue fund. A sinking fund 
might also be created for the repayment of every loan under this 
Act by annual appropriations of money by tbe Lieutenant- 
Governor in Council out of the general revenue of the province.* 
No financial aid would be granted under the Act unless the 
Minister of Industries and the Advisory Council were satisfied 

1 Section 6. 

* Section 7(1). 

3 Section 12. 

« Section 13 (1). 

* Section 16 (1) »«d (2). 
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about the solvency, capacity and moral hazard of tbe applicant, 
his ability to make a fair profit, the earning powers of bis busi- 
ness, the value of the security offered which was to be estimated 
on the basis of productiveness and finally that the proposed loan 
was desirable, for any of the purposes of the Act and would be of 
economic benefit to the province. 1 

In the first meeting of the Advisory Council held on August 
7, 1919, the methods of carrying on the business of the Depart- 
ment were outlined. The “ Industrial Commissioner ” appointed 
under the Act was to receive all applications for financial assistance. 
After making a full investigation on each application he would 
present a detailed report to the Advisory Council together with his 
recommendations for its consideration. The rate of interest on all 
loans was fixed at 6 % plus any extra charge that the Govern- 
ment might have to incur in borrowing the money or in making 
the loan. When all conditions governing the grant of a loan 
were complied with, the amount of the loan would be placed in 
the Development Fund to the credit of the applicant. After the 
due registration and execution of the security papers had been 
completed, the applicant would receive payments from this Fund 
on voucher in accordance with the purpose for which the money 
was loaned. Thus the Department could be assured that all tbe 
moneys voted were used solely for the purposes for which the grant 
was made and were also used in the development of industry. 2 

Up to the end of 31st December, 1919, 225 applications for 
loans amounting to the value of $2,767,404‘41 were received. 
Out of those only 19 applications were granted, the total amount 
of loans approved being $4,42,200.® During the next year 
(1920) the number of applications rose to 362 totalling in value 
$3,044,050. The total amount of loans approved was $630,658'48. 4 

1 Section 8. 

* First Annunl Report of the Depsrtment of Industries, British Columbia, for tbe y< ir 
ending 81st December, 1919, p. 6. 

* Ibid, 1910. p. 6. 

* Second Annual Report of tbe Department of Industries, British Columbia, for tbe year 
ending 81st December, 1920, p. 5. 
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More than 1,000 applications reached the Advisory Council up to 
the end of 1921. Altogether loans to 76 industrial concerns were 
recommended up to the close of the year; but ten of these could 
not comply with the conditions laid down by the Advisory 
Council and were, therefore, unable to take advantage of the finan- 
cial assistance approved by it. 1 The total loans approved by the 
Department to 66 concerns up to the year 1921 amounted to 
$11,08,658. The loans were distributed among industries of 
various kinds and various sizes. Cordage, Toy, Bricks, Saw 
Mill, Boot9 and Shoes, Furniture, Boxes, Marine Engines, Ink, 
Cigar, Rubber Soles and Heels, Pickles, Fish Curing, etc. were 
some of the businesses assisted under the Act. The size of the 
loan varied from $250,000 to a Cordage Company tn New 
Westminster (Canada Western Cordage Co., Ltd.) to $300 to an 
antique furniture concern in Victoria.* 

In view of the prevailing industrial depression, the granting 
of financial assistance to industries had to he considerably cur- 
tailed in 19*21. It was held that the establishment of new enter- 
prises was not desirable when the industries already assisted were 
struggling to secure order. The Advisory Council decided to 
suspend the granting of further loans except to industries in 
which the Department had already an interest or those previously 
under advisement by the Board. 

As regards the financial results of the state-aid granted 
under the Act, it is seen that at the end of 1921 the industries 
assisted by the Department were in arrears as follows • 1 : — 

Principal $78,408*87 

Interest $22,100*57 

Total... $05, 598*04 


1 Third Animal Report of the Department of Indoatrie*, Britiah Columbia, for the ytar 
ending 91tt December. 11*21, p. fi. 

* Third Annual Report of the Department of Industrie*, British Columbia, for tbe year 
ending 81tt December, 1921, pp. 20-27. 

* Third Annuel Report of tbe Department ©* Induetrie*, Britieb Columbia, for tbe year 
ending 81st December, 1921, p. 6. 
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Six enterprises repaid their loans in full, the total amount 
being $24,800. 1 * * 

The repayments of principal and interest were rendered diffi- 
cult not only by the general industrial depression prevailing at the 
time but also by the fact that in many instances they came at too 
soon a period after the launching of the enterprise to admit of 
proper development of the industry. Under the advice of the Advi- 
sory Council, the Minister of Industries granted extension of time 
in regard to the repayment of both principal and interest in the 
undertakings “ where the persons connected with the business were 
showing a determined effort to fairly develop their enterprise with- 
out seriously impairing the security held by the Department.’ 32 

For the past few years no loans have been made under this 
Act. Approximately the sum of 2 million dollars was advanced 
by the Department under the Act up to the year 1933 when the 
Act was rescinded.* The Department remains in existence only 
for the purpose of winding up loans that are still outstanding. 4 * 
As regards the working of the Act we can do no better than 
quote the following words from a letter of the Deputy Minister 
of Industries of the Province of British Columbia to the writer, 
dated the 7th March, 1934 : “ I. have no hesitation in saying that 
the Department has filled a very important part in the upbuilding 

of industry in the Province of British Columbia and while certain 
loans made have not been repaid and never will be, there is no 
doubt that the loans so made were fully justified and taking the 
Act as a whole I might state that it has been very satisfactory.” 

II. The State of Victoria 6 

The Government of Victoria (Australia) passed on the 30th 
December, 1919, an Act called the Primary Products Advances 

1 Third Annual Report, op. eft., p. 28. 1 Ibid , p. 6. 

* Source: Letter to the writer from the Deputy Minister of Industries, British 

Columbia, dated 7th March, 1934, replying to a questionnaire framed by the author. 

4 Source: Letter to the writer from the Handle Minister of Industries and Finance. 

British Columbia, dated 12th December, 1983. 

* The Director of Finance, State Treasury. Victoria and the Director of Agriculture, 
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Act of 1919 (No. 3038) to provide for making advances to com- 
panies “ for the purposes of undertakings for dealing with certain 
primary products.” The undertakings referred to in the 
Act might be 1 : — 

(1) Abattoirs and freezing works, chilling chambers and 
cool stores for meat ; 

(2) Cool storage for fish ; 

(3) Factories for the manufacture of canned fruit, dried 

fruit or jam ; 

(4) Flax Mills ; 

(5) Tobacco curing sheds and 

(6) Fruit works. 

The undertakings included the land upon which any works 
in connection with them were built and all buildings, erections, 
offices, conveniences and machineries in connection with them 
together with any additions or extensions. Applications for loans 
could be made by companies for constructing works, purchasing 
and installing machinery, acquiring by purchase or extending or 
adding to any such works or machinery and purchasing any land 
required in connection with any such undertakings as mentioned 
above. 8 No loans under this Act should be granted to any com- 
pany unless a three-fifths majority in number and value, of the 
shares in the company were held bona-fide by shareholders or 
members thereof being persons engaged in the production of any 
primary products supplied to the undertaking of the company.* 

Every company applying for a loan should have to lodge 
with the Minister a deposit of at least £10 per cent, of the 


Victoria, replied to a detailed questionnaire end furnished the writer with various document* 
relating to the operation of legislation authorising state-aid to industry in Victoria. 

* The Primary Product# Advances Act, 1919 (No, 3038), 8uc. 2. An Act called the. 
Primary Products Advances Act, 1930 (No. 306#), was p«*sed on the 28tb September, 1990, to 
emend certain provisions of tbe Act of 1919. 

* The Primary Products Advances Act. 1919, Sec. 3. 

3 Section 4. 
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amount of the loan applied for. The sum would be returned in 
the event of the loan not being granted but would be applied 
towards the repayment of the loan, if it were granted. 1 The 
amending Act of 1920 authorised the Treasurer to dispense 
with or reduce the amount of deposit on applications for 
loans.' 

All applicants should supply a statement to the Minister 
setting forth the following 8 : — 

(1) a copy of the company’s memorandum and articles of 
association ; 

(2) evidence of its due registration ; 

(3) a description and map or plan of the locality where the 
works or proposed works in connection with the undertakings 
were or were intended to be constructed ; 

(4) the situation and cost or estimated cost of the site or 
proposed site of the works and of any other land purchased 
or proposed to be purchased in connection with the under- 
takings ; 

(5) the nature and cost or estimated cost of all buildings, 
machinery and other works erected, installed or constructed for or 
in connection with the undertaking ; 

(6) the period within which the company desired advances 
to be made and the instalments thereof required ; 

(7) any other matters as might be required by the 
Minister. 

These applications were to be referred by tbe Minister 
to the Director of Agriculture and the Secretary for Public 
Works for report. When the reports would be presented 
to the Minister he was to consider carefully whether 
there was a reasonable probability of tbe undertaking being 
carried on successfully and whether the buildings and machi- 
nery were of a character and description properly suited to 

1 The Primary Products Advances Act, 1919, Sec* 5 (9). 

* The Primary Product* Advance* Act, 1990 (No. 3068), Section 2. 

* The Primary Products Advances Act, 1919, Section 0 (1). 
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the purposes for which they were intended.' If he was satis- 
fied about these points, and decided that the loan should be 
granted, he would have to submit the application together with 
all documents connected therewith to the Treasurer. The 
Treasurer in his sole discretion hut with the approval of the 
Governor in Council might grant a loan to the company under 
the Act out of any moneys legally available for the purposes. 
The Treasurer also would decide as to the terms and conditions 
of the loan. 1 2 The amount of the loan might be paid out either 
in one sum or in several instalments and should be repuid at 
3uch time and in such amount and with interest at a rate deter- 
mined by the Treasurer. 11 An agreement was to be entered into 
between the borrowing company and the Treasurer in the name 
and on behalf of His Majesty, specifying the terms and condi- 
tions upon which the loan was granted, the manner in which 
advances were to be made, the time and the amount for 
repayment and the rate of interest. For the purpose of secur- 
ing the repayment of the loan and interest and all moneys 
which, by the Act, the company was required to pay to the 
Treasurer, in the same agreement the company would also 
have to execute or cause to be executed or undertake that it would, 
whenever called upon by the Treasurer, execute or cause to be 
executed at its own cost and to the satisfaction of the Treasurer 
in addition to such other securities as the Treasurer thought lit 
(a) a first mortgage to His Majesty over the undertaking 
and the works and all such other property and assets and uncalled 
capital whatever of the company as determined by the Treasurer, 
or, (6) an assignment to His Majesty of all contracts and all 
right, title and interest to and in all such machinery and all such 
other property whatsoever purchased or contracted to be purchased 
up to the time of the payment of the advance or of each respective 

1 The Primary Product* Advance* Act,'! 919. Sec. « <1» and l9». 

> Section 7. 

1 Section 8. 

88— 12S8B 
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instalment of the loan and all such assets and uncalled capital 
whatever of the company as determined by the Treasurer. 1 

The effect of the execution of such assignment would be that 
His Majesty should be deemed to have a first mortgage and 
charge in priority to every other person over the machinery and 
other property, assets and uncalled capital, the subject-matter of 
the assignment, to secure the repayment of the money advanced 
by the Treasurer. Again all such moneys should be spent in 
accordance with the agreement and no instalments should be 
paid to the company unless all previous instalments had been 
properly spent. 2 3 

To enforce or satisfy the rights of His Majesty under such 
assignment or mortgage. His Majesty should have full right and 
authority to enter upon any land whatsoever and to whomsoever 
belonging and to remove therefrom any machinery or other 
property or assets, the subject-matter of such assignment or 
mortgage, and to do all other acts and things deemed necessary 
by the Treasurer. 2 

When a company obtained a loan under this Act which was 
utilised either wholly or partially in the purchase, erection or 
construction of buildings, machinery or any kind of perishable 
structure, it should pay every year, by way of a depreciation 
fund, a sum of money not exceeding £5 per cent, of the cost of 
such buildings, etc., into a Trust Fund until in the opinion of 
the Treasurer the balance to the credit of such fund was sufficient 
to cover the total cost of replacing the said buildings, machinery 
or perishable structure. The moneys standing to the credit of 
such fund should be available and be used for such repairs to or 
renewals of the said buildings, machinery or perishable structure 
as might be authorised by the Treasurer. 4 


1 The Primary Products Advances Act, 1910, Section 9 (1). 

* Section 9 (3) aod (4). 

3 Section 9 (6). 

4 Section 10 (1) and (2). 
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In lieu of payments in respect of depreciation the Treasurer 
was empowered by the amending Act of 1920 to increase in 
every year, the amount the company was requirt'd to repay under 
Sec. 8, by such sum as he thought fit but not exceeding by £5 
per cent, of the cost of said buildings, etc. 1 All works (properties, 
real and personal, all additions and improvements thereto) of the 
borrowing company must be kept insured against fire to their 
full insurable value witli some Insurance Company approved by 
the Treasurer. 2 A company which obtained financial assistance 
under the Act must furnish to the Treasurer every year a balance- 
sheet in such form and containing such particulars as approved 
by the Auditor-General. The Treasurer had power to inspect 
and control the construction works as well as to examine books 
and documents and demand information which must be supplied 
within 14 days relating to the business of the company. He 
might also require any information furnished to be verified on 
oath by such Directors, Managers or other principal ofiiccrs as 
thought fit by him. lie had also the power to prohibit any 
action of the company which in his opinion was contrary to the 
provisions, meaning and working of the Act or the agreement, 
order the company to take any action and direct it to renew or 
repair its plant or machinery.* 

In case of default on the part of a borrowing company, the 
Treasurer should give notice in the Government Gazette and in 
some other newspapers circulating in the neighbourhood of the 
undertaking of his intention to enforce compliance with the pro- 
visions of this Act. In the event of the default continuing even 
after the expiration of 14 days from the date of such notice, the 
Treasurer would appoint some person on his behalf to enter into 
full and absolute possession of the undertaking and the works 

* Ever; such additional sum wan to be paid in half-yearly instalments. Depreciation 
Fund waa not inquired also, provided the Treaaurer directed, where a Jo;:n granted under the 
Act to a Company waa to be repaid at a date not more than 10 yeara after the grant. Section 4* 
The Primary Products Advances Act* 1920 (No. 3068 

* The Primary Product! Adiencea Act, 1919, Section 11. 

1 Section 12 (IMS). 
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and all other property of the company, and also to manage and 
conduct the working of the same, would appoint necessary 
managers, officers and servants and continue in such possession 
so long as the default continued. Such person appointed by the 
Treasurer would not only exercise some or all of the powers 
possessed by the Directors, etc., but also if directed by the Trea- 
surer would cause the undertaking, the works and other property 
to be sold by public auction or tender or private contract and the 
moneys thus realised should in the first place he applied towards 
extinguishing any existing liabilities of the company to the 
Treasurer . 1 

In addition to the usual payments to l e made to the Trea- 
surer, any company receiving an advance under the Act should 
also pay every year such sums as would be deemed necessary by 
the Treasurer to re-imburse the expenses of the State in the 
carrying out of this Act or any agreement entered into with 
the company . 2 

The unpaid amount of any advance or any portion thereof 
should with interest remain a first charge on the undertaking, 
works, land and property and the profits, assets and uncalled 
capital of the company. No profits, dividends or bonuses could 
be divided among shareholders of the company in any year until 
all amounts previously due and payable pursuant to the Act had 
already been paid to the Treasurer.® 

Any company which obtained a loan under the Act might 
with the Minister’s consent enter into an agreement with the 
Board of Land and !Works to have any works in connection with 
the undertaking erected and equipped by the said Board at its 
own expense . 4 

All liabilities of the company to the Treasurer should be a 
crown debt and all payments and remedies, therefore, would be 

1 The Primary Pioduds Advances Act. 1919, Section 12 (6). 

* Section 18. 

3 The Primary Products Advances Act, 1919 Section 14 

4 Section 16. 
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enforced in the name of His Majesty against the company and 
its assets in priority to all other persons.' 

The Primary Products Advances Acts of 1019 and 1920 have 
since been repealed and the powers conferred under them have 
been vested in the State Savings Bank Commissioners of 
Victoria. 1 2 * According to the State Savings Bank Act of 1928 the 
business of the Commissioners is to be carried on in two separate 
and distinct departments — the State Savings Bank Department 
and the Credit Poncier Department. In the Poncier Department 
the Commissioners have been empowered to issue from time to 
time debentures payable to hearer for the purpose of making 
advances or loans and providing dwelling houses. 8 The due pay- 
ment of all debentures and of credit foucier debenture stock and 
of all interest thereon has been guaranteed by the (lovernmcnt of 
Victoria. The total sum for which debentures and debenture 
stock may he outstanding and unredeemed has been limited to 
£29 million. 4 * * * The loans may be granted to : — 

(1) companies for undertakings dealing with certain pri* 
mary products, 8 

(2) companies in connection with certain industries in 
country districts," 

(3) companies for “ stores.” ' 

As regards the loans to be granted for undertakings dealing 
with certain primary products, the main provisions of the 
Primary Products Advances Acts of 1919 and 1920 have been 
embodied with slight modifications in the State Savings Act of 

1 8eciion 15. 

* SoorcM : Letter to tbe writer from the Director of Finance, Slate Treasury, 

Melbourne, dated tbe 26th April, 1034. io wlikb he replied to > questionnaire. Letter to the 
writer (torn tbe Director of Agriculture, Victoria, dated tbe 16tb March, 1984. 

* An Act to consolidate the Lew relating to tbe Stite Savings Bank of Australia, 12th 

February, 1929 (No. S777|, Section fi9. 

* Ibid, Section 70. 

* Division 7, Bees. 116-20, No. 3777, Fart Til. 

* Division 6, See*. 96-110. 


* Divilios 6. 8m» 1145. 
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1928. All the powers of the State Treasurer in the original 
Acts have been transferred to the Savings Bank Commissioners. 
Among the provisions applying to a company which has received 
loans, there is found to be an additional sub-section that shares 
in the company must not be transferred without the previous 
consent in writing of the Commissioners. All transfer of shares 
in contravention of this proviso will be null and void. 

In the case of any loan granted to a company by the 
Treasurer of Victoria under the Primary Products Advances 
Acts of 1919 and 1920, previously in force, the said Treasurer, 
notwithstanding the repeal of any such Act, may advance any 
instalment of such loan and may grant further loans to such 
company pursuant to the provisions of the Acts under which 
the original loan was granted and, until the original loan and all 
such further loans are with interest repaid in full, may exercise 
all powers given by the Acts applicable to the circumstances of 
the particular case and may by agreement with the Commissioners 
arrange for the receipt, collection and recovery by the 
Commissioners for and on behalf of himself of all repayments 
with interest thereon and of any other moneys due and owing to 
him in connection with the loan. For the purpose of carrying 
any such agreement into effect, the Commissioners may demand 
and receive from any company or person all moneys including 
repayments with interest thereon due and owing to the said 
Treasurer. Whenever such moneys remain unpaid, the Commis- 
sioners may “ commence and prosecute all necessary and lawful 
powers, remedies, actions, proceedings, means for the recovery 
and getting in of the same to the same extent in all respects as 
the said Treasurer would have been authorised or entitled to do 
if such agreement had not been entered into.” , The Treasurer 
and the Commissioners have both been empowered to waive the 
rights to enforce against the stock-in-trade and uncalled capital 


1 State Savings Bank Act of 1928, Seotion 114 (1) and (9). 
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of the company any claim in respect of a loan or a charge created 
by the Acts. 1 

The loans granted under the Primary Products Advances 
Acts of 1919 and 1920 up to 30th June, 1933, amounted to 
£331,154-10-2. These loans were granted on terms from 
5 to 10 years, the average period being 10 years.* The loans 
were distributed among various Companies as follows s : — 


(it) 8 Meat Freezing Companies 

( b ) 2 Bacon Curing Companies 

(c) 1 Butter Cool Storage Company 
(</) 2 Fruit Processing Companies 


£ «. ( 1 , 
2,01,090 5 n 
85,500 0 0 
10.999 IB 11 
22.504 6 8 


Total 8,81,154 10 2 


The rates of interest varied from 5i% to 7%. Prom 1st 
July, 1932, rates of interest exceeding 5% were reduced to 5% 
for a period of three years. 

As regards the question whether the working of the Acts 
has been successful, the Director of Finance in replying to our 
questionnaire has written to us : “ Whilst the aid given by the 
State has a certain economic value, the working of the Acts 
from the point of view of Government finances has not been 
very satisfactory.” 4 The total amount outstanding on 30th 
June, 1933, was £258,890-4-3 made up of as follows * : — 


1. Interest 

2. Redemption ... 

3. Interest penalty for late payment of instalment 


£ *. < 1 . 
73,101 8 0 
1,26,104 15 10 
59,504 0 5 


Total . 2,58,800 4 H 


State Savings Bank Act of 1928, Sec. 115. 

Source : Letter to tbe writer from the Director of Finance, State Trearory, 
Melbourne, dated 98th April, 1984. 

Finance Statement, 1932-38, p. Ml. 

Sonne s Letter to the writer from the Director of Finance, op- of/ 

Finance Statement, 1983-88, p. 141. 
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III. The State of South Australia 

Another instance of post-war legislation providing for State 
financial aid to industry is found in South Australia. A “ Loans 
to Producers Act ” was first passed in 1917 which was subse- 
quently amended in 1919, 1921, 1922, 1924, 1925 and 1926. 
Finally in 1927 all these Acts were repealed and a consolidated 
Act entitled the “ Loans to Producers Act, 1927” was passed 
by the South Australian Government. By the original “ Loans 
to Producers Act (No. 1312)” of 1917 a Loans to Producers 
Board consisting of the Secretary to the Minister of Agriculture, 
the Director of Agriculture, the Agricultural Inspector, the 
General Manager, Produce Department and Under-Treasurer 
was appointed to deal with and report upon applications for 
assistance under the Act. Since the establishment of the State 
Bank of South Australia in 1925 the administration of the 
Loans to Producers Acts has been handed over to the Bank and 
all applications for loans have to be made to it. The Regulations 
made under the Loans to Producers Acts (1917-1926) empowered 
the Bank to make loans on prescribed security to two classes of 
borrowers : (a) Co-operative Societies, registered under the 
Industrial and Provident Societies Act of 1864 or of 1923, 
engaged or about to engage in rural production, and (h) 
Landholders. 2 The object was ths encouragement of rural 
production and effective land settlement. All applications for 
loans under the Act by Co-operative Societies, or Landholders 
should be made in their respective prescribed forms. These 
applications were to be supported by a statutory declaration by 
the Secretaries to the Co-operative Societies and the Landholders 
themselves.® Any deed, certificate of title, lease, agreement or 
other document which might be required by the Bank would 
have to be produced free of charge by the applicant. 

1 All the State documents used in the preparation of this section were obtained from 
the Hon. Minister of Agriculture, South Australia, who also replied to a detailed questionnaire. 

* Regulation No. 7. 

3 Regulations 2 and 4. 
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The Bank was empowered by the Act to {{rant loans for the 
following purposes 1 : — 

(a) the erection of cool stores, 

(b) the erection of factories for jam making and for 
canning, drying or otherwise preserving fruit or 
vegetables, 

(c) the erection of fruit-packing sheds, 

(d) the erection or purchase of butter, cheese or bacon 

factories, 

(e) the purchase of fruit-grading machinery, 

(/) the erection of silos, 

(g) the erection or purchase of any shop or market for the 

sale of any rural products, 

(h) the sale, whether by wholesale or retail, or the prepara- 

tion for sale, of any rural products, 

O’) clearing scrub or timber on land held under lease or 
agreement from the Crown, 

( k ) fallowing land held under lease or agreement from the 
Crown, 

(f) the erection of wineries or distilleries, 

(tn) the making of additions to such cool store, factory, 
shed, machinery, silo, shop, market, winery, distillery, 
irrigation plant, barn or shed, 

(n) the repayment of any loan (not being a loan under 

the Act) raised or used for purposes similar to (a)-(fc), 

(o) the installation of irrigation plants, 

(p) the purchase of any cool stores, factory, shed or other 

building, 

( q ) the erection of barns or sheds for the curing or treat- 

ment of tobacco. 

The purposes for which loans might be made under the 
Act were divided into Class A and Class B. Class A loans 

i RejruUtioo 0. 


8S-1SB&B 
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might he made to co-operative societies only and included (a), 
(b), ( c ), ( d ), (e), (g), ( h ), (/), ( m ), (n), (p), and (q). Class B 
loans, which included the purposes set out in (/), (j), (k) and 
(o), might be made only to land-owners.' 

The period of Class A loans was fixed at 18$ years unless 
otherwise determined by the Bank. For the firBt six months 
of the currency of the loan, interest at the prescribed rate 
should be paid and the repayment of the * principal money and 
the interest accruing thereon should be made in 36 equal semi- 
annual payments, the first of which would fall due on the 
first day of the 13th calendar month from the making of the 
loan. Of Class B loans, those for the purposes of (/) and (o) 
should be for 12 years. As regards the former, for the first 
six months of the currency of the loan interest at the prescribed 
rate should be paid and the repayment of the principal money 
and the interest accruing thereon should be made in 14 equal 
half-yearly payments. As for the latter, interest on the loan 
should be payable half-yearly for the first two years of the 
currency of the loan and repayment of the principal money 
and the interest accruing thereon should be made in 20 equal 
half-yearly instalments. 2 

Every loan to a Co-operative Society should be secured 
by a mortgage over the estate and interest of the Society 
in any land or the building thereon and the Society should, if 
the Bank so requests, in addition to giving a mortgage, grant 
a bill of sale or debentures over all such goods and chattels 
or other assets of the Society as the Bank might require. The 
Bank’s guarantee of u Co-operative Society’s overdraft as well 
as the loan to a landholder should be similarly secured.* 

All applicants for the loans should pay the cost, wholly or 
in part, of any inspection of land or building in respect to 
which the application for the loan has been made. They should 

1 Regulations 7 and 6. 

* Regulation 9 . 

3 Regulations 10-12, 
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also bear the expenses of registration of any mortgage, deben- 
ture or other security. 1 * * 

During 1922 to 1925 when the administration of the 
Acts was made over to t he State Bank, the Cabinet, on the 
recommendations of the Loans to Producers Board, granted 
loans to 15 Co-operative Societies amounting to £141,640. 
The loans were distributed among these Societies as follows * 


£ 

8 Co-operative Fruit-packing Societies 89,076 

4 Co-operative Cheese Factories 5.028 

2 Co-operative Distilleries 94,586 

1 Producers’ Marketing Society 3 000. 


The purposes for which the loans were advanced were for 
purchase of plant and machinery, erection of cool stores and 
packing and grading sheds, building of factories and even 
addition to rooms, linder the provisions of the umended 
Act of 1924, overdrafts of several Co-operative Societies were 
guaranteed. The actual overdraft on June 30, 1925, was 

£10,293-7-0 and the amount of guarantee £24, 500. 8 

The Loans to Producers Act, 1027 was passed to consolidate 
the Acts of 1917 to 1020. The same provisions for securing 
the loans as in the original Acts have been made in the new Act. 4 * * * 
The Loan to Producers fund which was first creuted under the 
Act of 1017 has been continued under the consolidating Act. The 
Treasurer sets apart to the credit of this fund such ioau moneys 
as are to be provided from time to time by Parliament for tfie 
purpose, but not exceeding £10,000 in any one financial year. 4 

1 Regulation 17. 

1 Tbe data are obtained from the list of various concern* aaaieted year by y*#r u 

given in the Report* of tbe Minister of Agriculture, for Ibe year* 1822 <p. 8), 1. 23 Ip. 8), 1824 

fp- 8), end MSS (p. S'. 

* Report of tbe Minister of Agriculture, South Anetrslie, for the yeer ended 80th Jane, 

UBS, p. 8. 

* The Loans to Prodoeera Act, 1927, <No. 1802 of 1987), Sec. 8. 

* The Loans to Producers Act, 1987, Sec. 4 (1) end (8). 
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All sums received by the Bank in repayment of loans are paid 
to the Treasurer and form part of it. The Bank has been 
empowered to make loans out of this fund to Co-operative 
Societies and Landholders for nearly the same purpose as before. 1 
The guarantee of the repayment of advances by another bank to 
a Co-operative Society in the form of an overdraft has also been 
provided for. 2 In case the loans are not carefully or economically 
spent, the Bank may stop payments of the instalments and may 
immediately recall the entire amount lent. 8 If a loan under the 
terms of the Act remains unpaid for 3 months after it has become 
due for payment, the Bank may enter upon and take possession 
of the land upon the security of which the loan has been made 
and may sell the estate or interest of the Co-operative Society or 
Landholder by private sale or private tender or auction. The 
sale proceeds should in the first instance be devoted towards the 
repayment of all dues to the Bank including expenses incurred 
by it in relation to the sale and the balance will then be paid 
to the owners. 4 The failure to pay interest within a notified 
period after due date for payment should be penalised by the 
Treasurer charging a higher rate than the usual one. The 
penalty rate will come into force on the fourteenth day after the 
date of the Government Gazette in which it is published. 8 

As already noted, the State Bank of South Australia has 
been administering the Loans to Producers Act since 1925. 
Up to 1932 financial assistance was granted to 22 Co-operative 
Societies as follows 0 : — 

5 Wineries and Distilleries. 4 Butter and Cheese factories. 

7 Fruit-packing sheds. 1 Producer’s Marketing Society. 

4 Cool stores. 1 Tobacco Bam. 

1 The Louie to Producer* Aot, 1927, See. 6 (1) end (8). 

• See. 18 (1). 

< See. 9 (1). 

* See. 18 il) u>d (2) 

• See. 9 (2). 

* Source : Letter to the writer from the Hon. Minietor of Agriculture, South 
Auotrelie. deted Uth December, 1933. 
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The loans have usually been granted up to 75% to 80% of 
the value of the security submitted. According to the Beport 
of the Board of Management of the State Bank of South 
Australia, 1932, operations under the Acts were confined during 
the year to the matter of granting advances for the purpose of 
enabling settlers on the West Coast to clear land on their 
holdings. Loans were approved to 19 applicants covering an 
area to be treated of 4,670 acres and involving tlie sum of 
£2,307-10-0. Up to the 30th June, 1932, the sum of 
£44, 364-11-5 was advanced for the above-mentioned purpose. 
There were 340 accounts open on the books and the balance out- 
standing on that date amounted to £227,223-18-1.' 

As regards the financial position and financial records of the 
various Co-operative Societies to which loans were made under 
the Act, a number of them, it must be pointed out, fell into 
difficulties. During 1924 the Blackwood Fruit Producers’ 
Co-operative Society defaulted in respect to the puymcnt of* 
interest on the loan granted to it 1 2 and continued to be unable 
to meet its principal repayments during the next year. The 
Minister agreed to defer the commencing date for repayment of 
principal, provided the Society put in new plant to reduce its 
heavy working expenses which were largely responsible for its 
difficulties. Another Society, the Springs Co-operative Cheese 
Company, became involved in serious financial difficulties and 
had to go into liquidation in the year 1925. According to a 
Heport of the Minister of Agriculture, a great deal of the 
difficulties experienced by the borrowing concerns was due to 
the failure to keep proper books and to tbc employment of 


1 Report of tbc Board ol Menegmient of tbc Slate Bank of South Australia for tha 
Tear ended 80th Jana, 1962, p. 6. 

* Report of tfao Minuter ol Agriculture, Sooth Australia, for the year ended 80th Jose, 
UM.p.9. 
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unqualified auditors to audit the books. 1 In 1025 a provision 
was included in all mortgages under the “ Loans to Producers 
Act” that within 30 days after the end of each financial year 
of the Society, a duly certified and audited statement by a public 
accountant, approved by the Minister and in such form as might 
be required by him, should be submitted by the Society. With 
the object of building up cash reserve funds, provision was also 
made for the Societies to set aside annually a sum equal to 1% 
of the loan which amount would have to be expended in a 
manner directed by the Minister. The money would remain the 
property of the Society but could not be expended except with 
the Minister’s consent, the object being to build up a fund from 
which any unusual renewals or slight extensions to the building 
or plant could be effected when the ordinary funds at the disposal 
of the Company were inadequate for the purpose. A further 
provision to the effect that the books should be kept in accord- 
ance with the instructions of the Minister would, the Govern- 
ment believed, doubtless lead to better protection of its interests. 

The general position from the financial aspect of the 
operations under the Act on 30th June, 1925, is indicated in the 
following statement submitted by the Chairman, Loans to 
Producers Board 2 : — 


Amount advanced up to 80th June, 1025 

Repayment of Principal 

Arrears of Principal 

Amount of Interest paid 

Arrears of Interest 


£ s. d. 
124,975 17 3 
575 18 0 
797 16 6 
6,819 5 10 
958 7 6 


1 Report of the Mini iter of Agriculture, South Australis, for the 70s r ended 80th June, 

1*86, p. 8. 

* Report of the Mini iter of Agriculture, South Auetrelie, for the jeer ended 80th June, 
1986, p. 8. 
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The revenue account as given in the Report of the State 
Bank of South Australia shows operations under Loans to 

Producers Acts since commencement to 30th June, 1932 1 : — 

£ t. d. £ «. d. 

To interest charged by 77,107 3 0 By interest ... 86,040 8 8 
H. M. Treasury. receivable. 

Interest written off 2,318 5 10 

Administrative expenses. 3,692 9 9 

* 

Flotation charges ... 051 19 5 

written off. 

Surplus ... 2,287 9 5 Bent Account ... 10 9 6 

£ 80,057 7 11 £ 80,057 7 II 

As regards the question whether the working of the Acts 
has beeu successful, we can do no better than quote the following 
lines from a letter to the present writer from the Secretary to 
the Minister of Agriculture : — 

“ Although losses have been incurred through certain co- 
operative societies going into liquidation, the rural producer has 
been considerably benefited from the establishment of the 
co-operative societies.” 2 

IV. Spain » 

Spain offers an outstanding example of a European country 
which enacted in the post-war years a most elaborate piece of 
legislation for state-aid to industries. On April 30, 1924, 
a Royal Decree as to state assistance for industry was passed 

1 Heport of the Management, State Bitik of South Australia, for the y«er ended 80th 
Judo. 1982, p. 16. 

* Letter from tho Secretory to the Mioixter or Agriculture to the writer, Sated the 
nth December, 1988. 

* The writer approached the Conenl for Spain in Indie 'Bombay) end Hie Britannic 
Mejeety'e Coned fat Barcelona for information misting to the working of •tote-eld to 
Industry far Spain. All the information that it bee been poeeible to aerate bee been presented 
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replacing a similar law of 2nd March, 1917, which had ceased to 
operate on 31st December, 1922. 1 The industries to be assisted 
under the terms of the Decree were all agricultural and stock- 
raising industries, mining, steel and metal works, factories, 
industries for constructing buildings and for making 
railway material, hydro-electric and electro-thermic works and 
all subsidiary industries. The Decree empowered the Government 
to grant assistance for the purpose of aiding in the creation of 
new industries and the development of those already existing. 
Applications for such assistance were to be made during a period 
of 3 years from 2nd May, 1924, the period to be extended for 
further 3 years on the recommendation of competent authorities. 
According to the provisions of the Decree, the following indus- 
tries were entitled to benefits under the Decree : (a) new indus- 
tries, i.e., industries which had for their principal object the 
supply of Spanish natural products and which were as yet non- 
existent or not fully developed, (b) existing industries whose 
production was sufficient in quantity or quality to supply the 
normal demand in the country, (c) industries whose surplus 
production was exported. Industries connected with national 
defence were to receive preferential consideration. 

The applicants must be Spanish firms and must comply with 
the following rules : — 

(1) In the case of limited liability companies one-third of the 
Board of Directors might be foreigners, but in the case of a sole 
trader, he must be of Spanish nationality as also the Managers 
and Directors or firms. No foreigner might be President of the 
Board or Managing Director. 

(2) 75% of the capital must be owned by Spaniards 
whatever the constitution of the firm or organisation. 

(3) 80% of the office-staff and workmen must be of Spanish 
nationality. During the first three years employment of 
foreigners would be permitted in the following proportions : 75% 

* Bee Report of the Committee on Indnetry end Trade — Surrey of Oversee* Market,, 
IMS, p. 99. 
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during the first year, 60% during the second and 30% during 
the third. 

(4) The fuel, material and fittings used in the installation 
and the articles employed by the protected industry must be of 
national production excepting when they had to be acquired 
abroad for technical reasons or owing to a difference in cost 
exceeding 15% or on account of proved urgency or when produc- 
tion in Spain was insufficient to meet the requirements of the 
country. 

The state-aid furnished under the Decree was to take the 
form of (a) privileges, concessions or other advantages without 
direct economic assistance, or (6) loans made in conjunction with 
the Banco de Credito Industrial. 

These benefits were to apply to new industries and existing 
industries where production was insufficient to meet the normal 
demand in the country. New industries might be given a 
guarantee of minimum interest on the capital invested in them, 
but then a loan would not be granted in addition. 

Loans under the Decree were to be effected through the 
Banco de Credito Industrial for periods up to 15 years. The total 
amount lent was not to exceed 150 million pesetas. 

In order to favour the establishment of large industries for 
which the above provisions did not provide sufficient inducement, 
a state guarantee of interest might be granted. This guarantee 
was only to be available for enterprises considered to be of 
national importance. The rate of interest provided was 6%. 
The guarantee was applicable solely to capital issued and paid up 
and would cover a period not exceeding 8 years. The maximum 
sum allotted for this class of payment was 10 million pesetas per 
annum. In the case of large industries of national importance 
the capital on which interest was guaranteed might be composed 
of shares and debentures to the extent of one-half of the total 
and only 25% of these shares and debentures could be trans- 
ferred abroad. An industry protected by a State guarantee of 
84 — 
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interest which was in a position to pay over 6% dividend on its 
shares must surrender half the profits earned in excess of this 
dividend to the State. 

It was a condition of any concession that the position of the 
applicant industry should be declared and methods of works and 
machinery must be of modern character. In the case of a new 
industry an exclusive grant of assistance might be made for 
6 years but the concession would be withdrawn if other firms in 
the same industry introduced more advanced processes or accepted 
less protection. 

The Decree further stipulated that state-aid should not be 
given to any industry if that industry was thereby enabled to 
compete with a similar pre-existing industry, and provided 
that petitions might be submitted to the competent department 
by the industry likely to be prejudiced ; but such protest 
must be accompanied by proofs that the complainant enterprise 
was being developed on modem lines. 

The Banco de Credito Industrial, founded by the State 
in 1920 with a capital of £37,500,00, was used under the 
provisions of • this legislation for furnishing long-term loans to 
industry for such purposes as installation of plant and machinery, 
erection of factory, etc. Of every such loan advanced, the State 
contributed 80% and the Bank 20%. The necessary funds were 
obtained by issuing bonds up to a maximum of 150,000,000 
pesetas. It has been estimated that up to 1933 such long-term 
loans made to industry totalled 100 million pesetas. 1 But the 
policy of state assistance did not prove to be much attractive to 
the industrial borrowers of Spain. The private banks there appear- 
ed to offer less onerous terms for their loans. There was, further, an 
elaborate process of reference to various Government departments 
to which every loan was subject, and applications had often 
to await sanction for as long as a year. All this served 

i ‘‘He Banking System of Spain "—an article by H. L. Dark in Tke Banker, Jaw* 
}938, p. 169, 



STATE-AID TO INDUSTRY ABROAD IN POST-WAR YEARS 26? 

to keep away many would-be borrowers of the Bank from taking 
advantage of the opportunities and tbe Bank unfortunately failed 
to realise the high hopes entertained of it. 

V. England 

Not to speak of other countries, England herself, the im- 
pregnable stronghold of laissez-faire, was not able to keep 
herself aloof from the current tendencies The promotion of 
manufacturing industry by direct financial assistance had been 
no part of her policy. But in the post-war years she broke 
away from tbe traditions of the past and in several instances 
furnished direct financial assistance to British industry. 

One of the most notable instances in which the British 
Government rendered direct financial assistance was in the case 
of the “ Dye Stuffs ” industry. According to the recommenda- 
tions of a Committee appointed by the Board of Trade in 1016 
that financial assistance should be given to the Dye Manufac- 
turers either by way of subsidy or by way of loan, Parliament 
voted in 1918 the sum of £2, 000, 000 “ for the development of the 
Dye Industry by means of financial assistance in aid of develop- 
ments, extensions and research.”' When the British Dyes, Ltd , 
was formed in 1915 the Government undertook to subscribe £1 
for every £1 of capital subscribed outside up to £1,000,000 and 
£l for every £4 of capital subscribed outside over £1,000,000. 
The Government could nominate two Directors out of u total of 
6 to 12. In 1919 the British Dye Stuffs Corporation was formed 
as a result of a fusion between the British Dyes, Ltd., and Messrs. 
Levinstein with a capital of £6 millions which was raised to 
£10 millions. The Government holding became £1,700,000 
composed of 850,000 preferred ordinary shares fully paid and 
850,001 preference shares fully paid. 1 

1 Report of tbe Committee on lodurtry end Trode—Feot on in Indwtriol end Coroner- 
«*l Efficiency, 1927. 

* Government Inreetmente in Begktered Compeoiee, No. 9B0 1921. 
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The Corporation was further aided by the absolute prohibi- 
tion for 10 years of the import of dye stuffs except under license 
and by a Government subsidy of £100,000 towards research. It 
paid a dividend of 8% in 1920. The scheme came to an end 
in 1922. 

The Government of the day assisted the Munster Flax Deve- 
lopment Company by taking debentures to the extent of £33,000 
in respect of flax growing by the company. A Government 
guarantee was also given on similar lines. This company, 
however, went into voluntary liquidation in December, 1925, and 
only £1,375 out of the total amount subscribed was recovered by 
the Government. 1 

Perhaps the most important measure of state financial assist- 
ance accorded to an industry in England has been in the case of 
the Beet Sugar Industry. Ever since the beginning of the 
twentieth century, endeavours have been made to secure state- 
aid for the industry without which its successful commercial 
development was not believed to be possible. The prospect of the 
British Sugar Beet Society to acquire a large estate for the pur- 
pose of building a Sugar Beet Factory and of growing beet in 
sufficient quantities for its operation was considered by the 
Selborne Committee. In their Report in 1917 the Committee 
recommended the making of an experiment on a commercial 
scale with state assistance. Money was accordingly advanced 
from the Development Fund for the purchase of the Kelham 
Estate in Nottinghamshire, but the provision for further state 
assistance necessary to erect the factory was not made till 1919. 
It was decided to grant capital assistance for the erection of a 
factory in that year. In February, 1920, the Home Grown 
Sugar Ltd. was formed with a capital of £500,000 to develop the 
beet sugar industry. It acquired the Kelham estate and proceed- 
ed to build the Kelham factory. The Government undertook to 
subscribe for a number of ordinary shares of £1 each (not 

1 Beport of the Committee on Industry and Trade- Factors in Industrial and Commer- 
cial Efficiency » 1927, p. 387. 
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exceeding 250,000) equivalent to the number allotted to the 
public subscribers. The Government further guaranteed interest 
at 5% on the shares allotted to public subscribers for 10 years 
and undertook not to take any interest on its own shareholdings 
till the public subscribers had received 5% on their shores. 1 
The object of Government guarantee was to subsidize the industry 
during the earlier years as a profitable commercial proposition by 
ensuring a sure dividend to the public. Ultimately, however, 
the company would be encouraged to divest itself of Government 
control and assistance. Owing to the high prices of building 
machinery, a further sum of £200,000 had to be raised. £75,000 
had to be raised on a first mortgage on the property and 
£125,000 was lent by the Government at 7% on a second mort- 
gage, the loan being repayable in 1930. The British Government 
Treasury subsequently guaranteed the debentures of several sugar 
beet companies. The following financial statement gives the 
details 2 3 4 : — 


Guaranteed by II. M. Treasury 


Name of Company. 

1. Anglo-Scottish Beet Sugar 

Corporation Ltd., 11)24. 

2. West Midland Sugar Co., Ltd. 

(1025). 

3. Second Anglo-Scottish Beet 

Sugar Corporation (1920). 

4. Lincolnshire Sugur Co., Ltd. 

(1927). 


Delwnlumi uuci oUier p<-rtuau«ni loan 
capital ouUlati'liu#. 

1511, 500 (including 1140,000 of 6 % 
convertible notes. The balance of 
1460,500 is guaranteed by H. 
M. Treasury). 

134,200. 

1741,400. 

131,800. 


A scheme of direct assistance by means of a subsidy to home 
produced beet sugar was announced by the Chancellor of the 

1 A. Y, Campbell— Report c«i the State-Aid to Industrie* i» the Britieb Empire, Prance* 
Germany, the Unite! State* and Jipan, 1333, p. 53. 

* Report of the United Kingdom Sugar Inquiry Committee, 1030, cmd. 4071* Table XXL 



270 INDUSTRIAL FINANCE IN INDIA 

Exchequer in his speech on 30th July, 1924. The Chancellor 
observed that the beet sugar industry had been developed 
nowhere except with state assistance. A period of ten years was 
necessary during which state-aid was required to enable the 
industry to get upon its feet and develop sufficiently to stand 
alone ; and a subsidy on a diminishing scale for a period of 10 
years would be exactly suited to the requirements of the industry. 
In the next year, the British Sugar (Subsidy) Act, 1925, was 
passed, providing for a subsidy at the rate of 19a. 6 d. per cwt. 
until 1928, afterwards 13s. per cwt. for 3 years, and then 6s. 6d. 
for a further period of 3 years. The subsidy was extended for 
an extra year under the British Sugar (Subsidy) Act of 1934. 1 

The assistance has been successful in producing a consider- 
able development of beet sugar production in the United King- 
dom. There were only two factories in 1924 and a third was in 
the process of construction. Since then sixteen more factories 
have been built. Altogether eighteen factories were in operation 
in 1935, one having ceased production. The total amount of 
subsidy paid up to 1933-34 was £30, 112, 077. 2 The sugar 
industry was given state-aid in order that an experiment might 
be made of growing sugar beet on a commercial scale The Gov- 
ernment at that time believed that the assistance would be defi- 
nitely temporary and its need would disappear ultimately. But 
subsequent developments, e.g., the catastrophic fall in sugar 
prices, clearly indicate that sugar beet cannot be grown at exist- 
ing sugar prices without state-aid. 

The continuance of the policy of state-aid has, therefore, been 
urged in many quarters. The recent Sugar Inquiry Committee, 
however, found that the need of state assistance was permanent 
and that strong grounds of public advantage justifying such 
permanent aid were lacking. The majority report was unable 


1 Report of the United Kingdom Soger Industry Inquiry Committee, 1985, end. 
4871, pp. 19-91. 

* Ibid, Teble XX, p. 34. 
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to recommend the continuance of state assistance and cha racter- 
ised it in the case of the Beet Sugar Industry as a " hap- 
hazard, extravagant and inequitable method of relief.” 1 
The direct and indirect cost to tbe State of continuing the 
assistance in 1931-35 was expected to l>c £7,300,000. Tbe 
advantages obtained in return were quite inadequate and were 
not so real as supposed. They found “ no positive justification 
for the expenditure of a sutn of several million pounds per annum 
on an industry which has no reasonable prospects of ever becotn* 
ing self-supporting.” * The minority report was in favour of 
the continuance of the subsidy. The Government, however, 
decided to continue the subsidy indefinitely on ” agricultural 
grounds.” Early in 1930 a measure was introduced into Parlia- 
ment for the reorganisation of the s in’ nr industry. Under it 
the subsidy was to be payable to the British Sugar Corporation, 
a semi-public utility undertaking to be formed for the purpose of 
amalgamating the existing beet sugar manufacturing companies. 
The Treasury would guarantee its debenture issue to enable it to 
secure working capital/ The Corporation, amalgamating 15 
sugar companies, was subsequently created with a capital of 
£5,000,000, distributed among the various companies in exchange 
for their share capitals. An issue of £750/100 2J% debenture 
stock guaranteed by the Treasury was made to the 15 vendor 
companies to provide working capital. 4 

There is an instance of financial assistance by the British 
Government even before the Great War, although that was for naval 
purposes. So early as 1903, in terras of Admiralty Contract with 
the Cunard Steamship Company, a loan of £2,600,^00 was 
advanced to be repaid in 20 years, the rate of interest being 2f %. 
The fleet of the company and its other property were pledged to 
the Government as security for the loan. 4 In more recent times 

1 Report of the Doited Kingdom Sugar Industry Inquiry Comm if tee, 1030, p, 9R. 

* Ibid, pp. 99 102. 1 T*e Statist, February S, 1936, pp. 290*21. 

4 The Economist, Angoet 29, 1936, pp. 403-04. 

1 Government Aid to Merchant Shipping, pp. 22, 51, 64, 55. Copy of Agreement *fcth 
tfce Canard Steamship Co., 1908 
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the British Government undertook to provide financial facilities 
for the completion of the giant Cunard liner “Queen Mary” 
then known as “ No. 534.” 

It is interesting to note in this connection that the ship- 
building industry has received, during the recent depression, very 
substantial assistance from the Governments of several other 
countries. In the years immediately following the Great War, 
ambitious schemes for the construction of 'merchant ships were 
drawn up by almost all nations of the world. This activity 
received much encouragement from the post-war boom in inter- 
national trade. When this short-lived boom was followed by a 
slump and even yet afterwards when the financial storm broke on 
the world, their activities went on unchecked. The result was 
that large numbers of ships had to remain in idleness. 
The problem was solved in the different countries by the 
respective Governments calling upon the tax-payers to bear the 
losses incurred in operating the vessels. The most exten- 
sive form of state-aid for shipping was given by the United 
States Government. The Jones White Act provided a ship- 
building fund of 250 million dollars to be lent at a low rate of 
interest so as to encourage the building of mail-carrying ships. 
The loans would be for a period of 20 years. In addition 
Congress authorised the Postmaster-General to grant subsidies 
on a scale more generous than that adopted by any other country. 
American ship-owners are not satisfied even with this large 
measure of state-aid and are agitating for its further extension 
so that the construction of sea-going cargo ships may be 
encouraged. 1 

VI. Japan 

■it. 

The history of state-aid to industry cannot be claimed 
to have been particularly happy in the Western countries. 

l “ Aouita •» a Sea-going Power "—an article by Sir Archibald Hard, Managing 
Bditor of the Shipping World. 
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Expectations have not been fulfilled; financial results have 
seldom been satisfactory ; and the experiment in several 
cases had to be abandoned. But although state-aid has 
not been very successful in the West, there is at least one 
country in the East where glorious results have been 
achieved. There is perhaps no country in the world, where 
a more active policy of Stale-Aid to industry has been 
pursued than in Japan ; and there is no country in the world 
where state-aid has produced such a rich harvest of results. 
It is difficult to account for the complete success of the policy of 
State-Aid in an Eastern country whilst it has l*en a comparative 
failure in the West. Important psychological factors are probably 
at the root of the matter. Peculiar Eastern traditions, the 
people’s lack of initiative, their extreme dependence upon the 
Government in every sphere of life, their habit of looking up to 
t he Government for the solution of every difficulty — all these 
must have favoured the success of the policy of State-Aid in an 
Eastern country like Japan. The country to-day ranks amongst 
the foremost industrial nations of the world. Within a surpris- 
ingly brief period she has turned herself from a backward agricul- 
tural country into one of the most industrially advanced in the 
world. This amazing industrial progress of the. country has, 
to a considerable extent, been due to the active policy of State- 
Aid followed by the Japanese Government. Whatever might 
be the part played by other factors, it must be frankly recognized 
that it is the active Government participation which has made 
possible the greater part of Japan's industrial progress. From 
the earliest times the Government lias taken an active part in 
the industrialization of the country. The Government had to 
take the lead; it could not do otherwise. The supply of capita! 
was hopelessly inadequate for the new forms of production and 
for the material equipment of the country. The merchant and 
industrial classes were incapable of the great task before them. 
Hence the Government stepped in to take upon itself the task of 
shaping and initiating the industrial advance of the country . 

88 — 1933B 
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“It decided itself what enterprises should be inaugurated, 
it established itself or furnished the capital for their establish- 
ment by private companies ; it encouraged technical and scienti- 
fic training, it imported instructors from abroad.” 1 The 
Government, has maintained that initiative even to the present 
day. It has not been able to withdraw from industry and is 
continuing to introduce and support new industries and assist 
old ones in difficulties. It has extended its aid to the national 
industries very liberally and in various ways. Besides assisting 
industry indirectly by controlling tariffs, etc., it has actively 
assisted it directly by granting loans and subsidies. Not only 
infant but also old and well-established industries have received 
Government help in this manner. Advances are made to the 
industries, either direct or through banks. As will be seen in a 
later chapter the Government has from time to time advanced 
considerable sums to the Industrial Bank for assisting industries 
in need of finance. As early as 1898 the Government placed 
5 million yen at the disposal of the Hypothec Bank for the 
purpose of making loans to industrial undertakings. In 1913 
the Government advanced to the Industrial Bank 13,500,000 yen 
through the Bank of Japan and the Yokohama Specie Bank. 
Besides the loans, private enterprises are often protected by 
guaranteeing profits. Small industries are also not neglected. 
The annual budget regularly includes items for the encourage- 
ment of small industries. 2 Since 1928, the Government has 
made to them repeated advances at low interest through special 
banks or through provincial public bodies. 3 

Coming to specific industries we find that the shipbuilding 
industry is one of the most important industries to receive 
Government assistance from early time of the modern period. 
The policy of subsidizing followed under the provisions of the 

1 John and Dorothy Orchard, The New Economic Position of Japan (1980), p. 79. 

* Report of the Committee of Industry and Trade— Survey of the Overseas Mark t. 
p. 409. 

5 Japanese Trade and Industry , Present and Future (Mitsubishi Economic Research 
Bureau), p. 427. 
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Shipbuilding Encouragement Act of 1896 and the Navigation 
Encouragement Amendment Act of 1899 has been to a great 
extent responsible for the rapid development of that industry. 
Between 1896 and 1918 the subsidy paid by the Government 
under the Acts amounted to 2*2,75* ,495 yen. During that 
period the total tonnage of Japanese ships increased by 1,300,00 
tons, an increase of 57 ‘ 3 % as compared with the year when the 
latter Act was passed. This rapid increase may not 1 m* wholly 
due to the Act but it is understood that litis high record would not 
have been established without the subsidy.' The development of 
the Japanese Merchant Marine has also been due to the large 
measure of financial assistance from the State. During 1902 to 
1920, a total of 297 inillon yen was paid out to various shipping 
companies in the form of bounties and subsidies." Without the 
Government assistance Japanese shipping would not have been 
able to make the progress it has made and could have been 
operated only at a loss to the owners. In more recent times it 
was reported that the Japanese Government was considering a 
scheme, put forward by the Minister of Communications, under 
which a subsidy amounting to 10 million yen (1M ,(*00,000 at 
par) to be spread over three years would be paid to shipping 
firms. The money was to be raised by the issue of Imnds. The 
proposal, if adopted, would result in the granting of a subsidy of 
.1*4 per gross ton of *250,000 tons of new shipping on the condi- 
tion that 500,000 tons of ships over 35 years old were simul- 
taneously scrapped. 

The Iron and Steel Industry also owes its expansion to the 
liberal assistance of the Government from the very beginning. 
Without the liberal use of the Government funds in the curlier 
period and its continued assistance since, Japan could have no 
iron and steel industry to-day." 

* S. ITyebars, The Trade and Industry nf Japan . p. 

* Firancial and Economic Annual of Japan (1900*28). 

3 la 1934 tbe Japan Iron Manufacturing Co., was forn e 1 with tbe aid of tbe Ootcro* 
meat as tbe result of a vast amalgamation of iron and stce! concerns. 
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As regards the manufacturing industries, it is the same 
story. The Government pioneered a large number of important 
enterprises and liberally assisted others. It established the first 
chemical works, the first arsenal, the first glass factory, the first 
silk filature. At one time or another the Government has esta- 
blished or operated cotton and wool spinning mills, cement, 
brick, soap and porcelain works, food factories and so on. 1 In 
recent years the aircrafts industry has received a large amount of 
assistance from the State. The Dye Stuff industry has also been 
liberally subsidized. The isaka Dye Stuffs industry (establised 
in 1915), for instance, received up to 1927 a sum of 7,500,000 
yen in subsidies and bounties from the Government. 2 3 Subsidies 
have also been granted for the development of a number of other 
“ Key ” industries, such as manufacture of soda ash, artificial 
indigo, etc.® Indeed it will be no exaggeration to say that modern 
Japanese industry owes its development mainly to the efforts and 
encouragement of a highly paternalistic Central Government. 

Conclusions 

From the survey of the policy of State-Aid pursued in Japan 
and in the various Native States, it is clear that it may be 
operated in such a manner as to be not only financially successful 
but also to promote the industrial development of the country. 
It is only necessary that a piecemeal haphazard policy should be 
avoided and a comprehensive, well-balanced and carefully thought- 
out plan should be adopted in rendering state-aid to industry. 
There is no reason why such a policy should not be successful in 
India. It has achieved brilliant results in Japan. The results 
have been less spectacular in the Native States but none the less 
they have been in the majority of cases quite satisfactory and the 
object has been fulfilled. Before rejecting the principle of 

1 John and Dorothy Orchard, The New Economic Position of Japan (1980), p. 90. 

* *' Present-Day Japan Asahi, English Supplement, 1929, pp. 118, 121. 

3 Japanese Trade and Industry , Present and Future (Mitsubishi Economic Research 
Bureau), p. 47. 
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State-Aid for Indian industries, it should, in our opinion, be 
given a fair trial once more. 

The principle of State-Aid to industry has boon finding in- 
creasing favour ever since the last Great War. More recently in 
these days of economic planning, the State in every civilised 
country of the world has come to dominate trade and industry in 
a manner which could have never been thought possible a few 
years ago. The death-knell of laissez-faire has already been 
sounded and there is no chance of its ever being resuscitated. It 
has been frankly recognised that it would be the height of indis- 
cretion for a country to stand idly by when its industries may be 
going to the wall on account of the competition of state-aided in- 
dustries elsewhere. Even England herself, the greatest stronghold 
of laissez-faire, has had to break away from her traditional policy. 
Under the enormous stress of subsidized foreign competition, 
British shipping, than which perhaps an industry more entirely 
independent of official aid, more traditionally self-reliant and self- 
sufficient in its resources did not exist, has been compelled to ask 
for financial assistance from the Government, and the Govern- 
ment, realising the gravity of the situation, has approved of a 
scheme of subsidy for the industry. 

While advocating the principle of Stale-Aid to industry in 
India, the following theoretical considerations should he urged. 
State assistance to industry whether financial or otherwise should 
never be permanent. The guiding principle should always be 
to .furnish the aid temporarily for an experimental period or 
for maintaining an established industry over a period of Btress. 
The period for which an established industry requires state- 
aid will vary from industry to industry. Generally speaking, 
ten years may be taken to be a period sufficient for an 
industry to develop itself properly and to stand alone without the 
artificial prop of state assistance. The ultimate withdrawal of 
the assistance should always be aimed at. Very strong financial 
and economic grounds are needed to justify a policy of State-Aid 
for a more or less indefinite period. 
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It has already been emphasised that instead of rendering 
financial assistance to Indian industries through the Departments 
of Industries, State-Aid should be furnished through a Bank. The 
Industrial Bank of Japan and the various Agricultural and In- 
dustrial Banks have been utilized with remarkable success by the 
Government of Japan in this respect. The inspiration for direct 
legislation under which State-Aid may be furnished to Indian 
industry was obtained by the Provincial Governments chiefly 
from Columbia, Victoria, and South Australia. Laws closely 
analogous to the State-Aid to Industries Acts in India have been 
shown to have been prevalent there long before any of the 
Provincial Governments here contemplated the passing of any 
such legislation. It is interesting to note that in Victoria and 
South Australia the administration of the Acts providing for State 
assistance to industry was handed over to banks after the first 
few years of experiment. Our argument for granting State-Aid 
through a banking institution is reinforced by the recent policies 
of the Governments of these countries. 



CHAPTER IX 


Specialist Institutions for Industrial Financing' — 
The Industrial Hank of Japan 

The question of establishing specialist institutions for 
providing industrial finance has in recent years received a great 
deal of attention in several countries. The need of filling the 
gap in the existing financial machinery by forming a special 
organisation is being increasingly perceived, and wherever 
industries have been unable to satisfy their long-term financial 
needs from the existing sources, the desirability of starting a 
special institution to cater for such requirements has been 
recognised. A number of countries in the post-war years have 
already set up such machineries specially designed to furnish 
long-term finance to their industries. Several other countries are 
also contemplating the organisation of specialist institutions for 
the same purpose. The question of forming sjiecial machineries 
for supplying long-term finance to Indian industries has been 
before the country for nearly two decades. It has engaged the 
earnest attention of our economists and publicists ever since the 
Indian Industrial Commission recommended the establishment of 
“ industrial banks ” in 19]>!. The formation of specialist 
institutions for solving the problem of industrial finance was 
also recommended by the External Capital Committee in 1924 
and again by the Banking Enquiry Committees, Central and 
Provincial, in 1980-31. A detailed study of the work which has 
been done abroad as regards the organisation of industrial credit 
will at the present moment prove to be not only of absorbing 
interest but also highly instructive. A review of the basis on 
which institutions specially designed for financing industries 
are working elsewhere and of their activities and achievements 
will undoubtedly be a fruitful line of research. It will 
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materially assist us in the solution of the problems arising in 
connection with the organisation of industrial finance in India 
and will help us to lay down the broad lines which a scheme for 
the future Indian institution for solving the problem of indus- 
trial finance may be formulated. 

Again it may be recalled that the history of state-aid to 
industry in the various provinces of India has been singularly 
unhappy. The question has, therefore, been frequently canvassed 
that if any financial assistance is to be rendered to industries 
by the State, it should be done through a special “ industrial 
bank,” and the administration of the State-Aid to Industries 
Acts should be handed over to such institutions. From the 
study we are going to make of these specialist institutions 
working abroad, it will also be possible for us to gather how 
far their machineries have been successfully utilised by the 
Governments of those countries for rendering financial assistance 
to their industries. For all these considerations, a detailed 
review of the structure, organisation and operations of specialist 
institutions that have been started elsewhere to solve the problem 
of industrial finance is urgently called for. 

Before we turn to review the working of the specialist 
institutions established for the provision of industrial finance, 
it is necessary to dispel some illusions as regards the industrial 
activities of the German banks. It is commonly believed that 
the German banks are specialist institutions catering for' the 
long-term financial needs of German industry. This notion is 
entirely misleading. They were never specifically designed for 
financing industries. The truth is that at one stage of their 
evolution they had combined commercial with investment 
banking business. In the post-war years, as already noted, there 
has been an increasing tendency on their part to shed tbeir 
investment banking activities and approximate to the pre-war 
deposit banks of England. Under the circumstances, it will not 
be correct to refer to these German banks as specialist institutions 
devoted to the financing of industries. 
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The earliest institutions that were ever started with the 
particular object of industrial financing were the Societe>General 
de Belgique founded in Belgium in 1833 and the famous Credit 
Mobilier founded in France in 1832. It was intended that they 
should devote themselves specially to the development of industry. 
They were the pioneers in the field of industrial financing, 
the forerunners of all later industrial banking. 

The characteristic activities of the Societe-General consisted 
in the promotion of new industrial companies, in the establish- 
ment of financial subsidiaries to hold the shares of these com- 
panies and in also taking up itself considerable amounts of these 
shares. The necessary funds for the operations were obtained by 
the Bank from (1) its own paid-up share capital and (3) savings 
bank deposits as well as (3) by the issue of lived interest bearing 
debentures and notes payable on demand. The Bank promoted 
companies for opening up coal fields and for the construction of 
railways and canals ; and also formed financial subsidiaries, the 
chief of which were the “ Socicte de Commerce Bruxelles " 
and the “ Societe nationale pour enterprises industrielles ct 
commerciales.” But the Bank made indiscriminate use of the 
savings deposits which were never kept separate, from other funds 
and were employed in long-term industrial finance. The rela- 
tions between the parent Bank and its subsidiaries were very 
unsatisfactory. “ The relation was one of mutual participation 
and in addition the subsidiaries borrowed extensively from the 
parent Bank in order to carry unmarketable securities. During 
the crisis produced in France and elsewhere by the Revolution 
of 1848, the Bank became seriously involved. An enquiry into 
its position revealed that a considerable portion of its assets had 
been locked up in unrealisable security holdings. The remaining 
assets consisted of loans made against the pledge of such 
securities with little regard for the personal credit of the 

% I p. B, Wbftle, ” tog Conti Qeotftl Banking*” Lectoio U— Journal of tho fntHUiia 

of Bankart, May, 1931* p. 960. 
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borrower. A new Board of Management was formed and a 
reorganisation followed. Since the establishment of the Banque 
National de Belgique in 1851, the Societe-General came to 
modify the character of its business. Its investment trust 
activities were restricted, though the interest in long-term 
industrial finance was not entirely abandoned ; but increasing 
attention came to be devoted to ordinary deposit banking 
business. 

As an institution specifically designed for financing in- 
dustries, the Credit Mobilier of France has aroused much greater 
interest. Ever since its establishment by the Pereire Brothers 
in 1852, the institution has engaged the earnest attention of 
economists and publicists throughout the world. In all dis- 
cussions regarding the establishment of specialist institutions 
for providing industrial finance, it has held a prominent place. 
Indeed, it will perhaps be no exaggeration to say that in the pre- 
war days, it was the only known model before a country which 
was desirous of founding an “ industrial bank ” for the 
financing of its own industries. As originally designed the 
Credit Mobilier was to have a share capital of 50 million francs 
and was also to issue, besides short-term notes, debentures up to 
10 times its share capital. The main object of the Bank was to 
function as a “ financing institution which would sell the 
shares in the undertakings it promoted when they were ripe for 
the market and thus obtain the means of financing new enter- 
prises.” The Bank at first attained notable success and showed 
large profits. It promoted a large number of railways both in 
France and abroad as well as insurance companies and foreign 
subsidiary banks ; it founded the Paris Omnibus Company and 
the first French Transatlantic line ; it equipped Paris and other 
towns of France with gas lighting ; and finally it issued 
considerable amounts of French and other Government loans. 1 

1 P. B. While, ** English and Conti oental Banking," Lecture II — Journal of It* Inttitv" 
of Banker*, May, 1991, p, 983. 
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But during the crisis of 1857 its affairs became seriously involved 
and the crash came in 1867 after a brief career of iff 
years. A large part of its resources became immobilised 
in securities quickly depreciating in value. The rest were 
locked up in advances against such securities and in 
advances to its dependent companies. The Credit Mobilier 
was chiefly interested in public utility enterprises which, 
by their very nature, could not be expected to show 
immediate returns. The shares of such companies were not 
readily marketable. The principal holdings of the Credit Mobilier 
consisting of such unmarketable securities, its resources became 
hopelessly entangled in such investments. It appears that the 
original plan of issuing debentures was not put in practice and 
the funds other than long-term were used for investment pur- 
poses. If debentures had been issued, the immobilization would 
not have had the same disastrous consequences. Besides, it 
ignored the root principle of industrial financing, namely, that 
of carefully distributing its risks. It did not proceed with 
caution and was anxious from the beginning to attain a specta- 
cular success and show large profits. For all these reasons, 
downfall soon overtook the Bank. 

Throughout the nineteenth century, the Credit Mobilier 
attracted considerable attention. It provided a great appeal to 
all those countries which were desirous of achieving a rapid 
industrial progress ; and Japan chose it as the mode), when she 
founded her Industrial Bank in 1902 for the purpose of financing 
her industrial development. Till the close of the last Great 
.War the Japanese institution remained as the ouly type of a 
specialist bank, designed primarily for the financing of industries. 
Not until we come to the post-war years and the more receut 
years of the world- wide depression, do we find any systematic 
attempt made in European countries to evolve a new type of 
machinery for the long-term financing of industries. During 
the post-war years, industries in several European countries 
found it exceedingly difficult to satisfy their long-term needs. 
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These countries hf»d been utterly impoverished by the effects of 
a war unexampled in history ; and there was a shortage of 
industrial capital as never before. The prolonged slump that 
followed in the wake of the Great War only served to aggravate 
the acute financial position of the affected industries. Their long- 
term needs 'had to remain unsatisfied or had to be satisfied from 
short-term funds, a policy which was at once costly and danger- 
ous. Again, in many instances the ravages left behind by the 
War had to be repaired. Old industries damaged by the War had 
to be rehabilitated ; modernisation of plant and adaptation to 
post-war requirements were urgently called for in a number of 
others ; and new industries had also to be started and nourished. 
Never was there a greater demand for long-dated capital for 
industry ; and never was felt a more imperative need for organiz- 
ing a special machinery to supply that capital. Attempts 
have accordingly been made in some of the new and reconstructed 
countries of Central and Eastern Europe to establish suitable 
machineries to furnish that much-needed long-term capital to 
their national industries. 

Ever Bince the Landschafts were first organised in Germany, 
the device of the mortgage bank has been employed with 
remarkable success to solve the problem of long-term real estate 
credit. The whole theory of the mortgage bank is based upon 
the debenture bond, the system of amortisation and the sinking 
fund. The mortgage bank is a specialist institution 
granting long-term amortisation loans on the first mortgages 
of property and issuing bonds to raise the necessary 
funds for financing these loans. It had its origin in the 
necessity for providing agricultural credits on reasonable terms ; 
and this type of machinery was in the beginning exclusively 
employed for granting long-term credit on first mortgages of 
agricultural property. Its success in that sphere was so great 
and the advantages for financing long-term loans through such 
a device were found to be so numerous that it began to be 
employed for all kinds of real estate credit, not only agricultural 
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bat also urban and communal. Not only organisations founded 
in order to aid agriculture primarily have begun to devote 
increasing attention to loans on city real estate, but even 
municipalities, communal authorities and public bodies in 
general, have found that the same type of machinery is adaptable 
for financing their long-term operations ; and special communal 
bonds have frequently been issued to finance such public utility 
undertakings as gas, electricity and water- works. In the present 
times the operations of the mortgage institute have come to be 
extended yet further to the field of industrial credit. During 
the post-war years, the idea of a mortgage bank, granting 
long-term amortisation loans against industrial property, made 
an instant appeal to a number of European countries. Their 
economic position was shattered by the War; and they were 
anxious to hasten their economic reconstruction. The difficult 
task of supplying long-term finance to their industries hod to be 
laced ; ami necessary funds had to he raised either nt home or 
abroad. The machinery of long-term real estate credit which 
had so successfully worked in other spheres was readily adopted 
by them to furnish long-term mortgage loans to industry. Since 
1924 several countries in Central and Eastern Europe have 
established industrial mortgage banks, especially designed for 
financing industries. These institutions, like their confreres 
the land mortgage banks, are issuing mortgage bonds and 
granting long-term loans to industrial undertakings on first 
mortgages of industrial real property, factories, buildings, 
machinery, plant, etc. Like them, these industrial banks have 
been organised both on the joint-stock and co-operative basis. 
Like them, too, they have frequently been started under 
Government auspices and ns a rule enjoy some form of State-Aid. 
Wherever there is such State-Aid, there is some corresponding 
governmental control or supervision. The needs of tin; small and 
middle-sized industries receive primary attention from these 
institutions, as it has always been difficult for them to approach 
the market. But the large industries are not neglected and 
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receive also their due share of attention. The largest of these 
industrial mortgage banks, whose bonds have been well received 
and are quoted in the stock exchanges of New York, Boston and 
London, are the Industrial Mortgage Bank of Finland, Ltd., the 
National Hungarian Industrial Mortgage Institute Ltd., and 
the Sachische Lmdespfandbriefanstalt (the Provincial Mortgage 
Bank of Saxony). Besides these three, there is another mort- 
gage institute, the National Economic Bank of Poland, which 
was founded in 1924, by virtue of a special law to assist the 
economic reconstruction of the new state of Poland. It grants 
long-term industrial loans through the issue of “ bank deben- 
tures ’’ but it should be put in a separate class by itself as 
distinct from the other three institutions. It is not a mortgage 
bank specifically designed for financing industries alone ; its 
activities are not restricted to the granting of industrial credit 
only, not even to that of long-term credit. Its activities comprise 
the granting of both short and long-term credit, not only to 
industries. State and private, but also to municipalities, rural 
district authorities and owners of agricultural estates. Different 
types of bonds — “communal,” “bank,” etc. — are issued to 
finance the varied operations of the institute. Besides fulfilling all 
these functions, it conducts every description of banking business. 
In other words, it is not a special but a mixed mortgage bank. 

In the more recent years of the world-wide depression, when 
industries were passing through extremely difficult periods, 
attempts were made by several other countries to set up special 
machineries for supplying long and medium-term finance to 
these industries. An outstanding example of such an attempt 
has found expression, as already noted, in the British “ Credit 
for Industry, Ltd.” In Ireland also an “ Industrial Credit Co., 
Ltd.” has recently been established for the purpose of financing 
Irish industry. More recently even Sweden, where ordinary 
banks have always had an industrial bias, is contemplating to 
set up a specialist institution for providing long and medium- 
term finance to Swedish industry. 
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The Industrial Bank of Japan 1 

The most important institutional development of industrial 
finance since the establishment of the French Credit Mobilier 
took place in Japan when the Industrial Bank of Japan was 
founded in 1902. It was an ambitious experiment in investment 
banking conceived more or less on the lines of the French 
institution. Until recently it has been the only instanoe of a 
specialist institution established primarily for the financing of 
industries ; and as such has attracted considerable notice not only 
in European countries but even in India. It made a profound 
appeal to the Indian Industrial Commission of 1916 who were 
mainly responsible for popularising the idea of forming an 
“ industrial bank M in India on the model of the Japanese 
institution. It has since that time been strongly favoured by 
Indian economists and publicists. The idea of planning the 
future Indian institution on the lines of the Japanese bank which 
originated with the Industrial Commission was re-born in the 
deliberations of the Indian Central Banking Enquiry Committee. 
Indeed in all discussions regarding the establishment of socialised 
banks in India for industrial financing, the Japanese institution 
has always occupied the centre of the stage. But although so 
much interest has been focussed upon it for all these years, no 
attempt appears to have been made in this country to make a 
detailed study of the nature, organisation and activities of this 
much talked about institution. Information regarding the Bank 
has been either entirely lacking or has been extremely meagre. 
Consequently a great deal of misconception as to its true nature 
and functions has unfortunately crept into India. Even the 
“ Foreign experts ” who were invited to assist the deliberations 

t Tb* material* were obtain** from tl»* iuthoritir* of tbe laduetrul B*ok of fipu 
with tb* tai.taoce of Hi* Britannic Comal in Tokyo. Much a»*fol infoe motion w» 

wound (tom Me. H»ta, Consul for Japw in Calcutta, President of tbo Io4o-J«p*o.#o 
Commercial Mow urn. tbo Yokohsa* 8pecie B*nk »ad tbo Mitaui Beak. 

Thoeobetano* wee pnbiiebod in the form of aa ertfcfc io tb* Calcutta Hwkte, uni 

done. 1083. (Beffccd and re-eritten.) 
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of the Indian Central Banking Enquiry Committee were not 
free from these misapprehensions. The exposition of the work- 
ing of the Japanese institution which they gave to the members 
of the Banking Committee was in some important respects 
incorrect and misleading. It is certainly worth our while to 
attempt a detailed investigation into the working of an institu- 
tion which has aroused so much interest not only in India but 
throughout the world and for which information has been 
hitherto singularly lacking. 

The national banks were established in Japan in 1873 in 
pursuance of the National Bank Regulations of 1872 which were 
closely patterned after the American system. A law passed in 
1896 provided for the abolition of these national banks; and 
between 1896 and 1899 the 153 national banks scattered in 
various important cities were abolished and reorganised as 
ordinary banks. At the same time numerous ordinary banks 
were newly opened throughout the country. Though these were 
commercial in form and denomination, most of them were 
particularly agricultural organs and were engaged in advancing 
money to the farmers on mortgages consisting of immovable 
property. 

Prince Matsukata is the father of the present Japanese 
banking system. He enunciated the principle that distinct 
groups of banks should be established to fulfil different functions. 
Accordingly, after founding a central bank and an exchange 
bank, he turned his attention to the starting of banking institu- 
tions to facilitate the grant of long-term loans to industry and 
agriculture. The industrial development of the country had not 
proceeded very far by the time of the Sino-Japanese War. But 
the victory over the Chinese gave a powerful stimulus to the 
economic life of the country. New enterprises came rapidly into 
existence and there arose on the part of their projectors a great 
demand for long-term financial assistance. It was beyond the 
province of the ordinary deposit banks to render such assistance- 
There was also at the time no large investing public in Japan- 
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The conservative people were reluctant to invest their savings in 
industry and preferred to invest in land even though the rate of 
return might be lower in the latter. To satisfy this new demand 
for long-term industrial capital, the Industrial Bank was 
established. 

The Government enacted the law of the Japan Industrial 
Bank in 1900 and the Bank began business in April, 1902. It 
is a jointstock company and its capital was at first 10 million 
yen. By a revision in the law of the Industrial Bank in 1900, 
the capital was raised to 17,500,000 yen, which could be 
increased with the approval of the Government. 1 The capital 
was subsequently increased to 30,000,000 yen in 1917 and again 
to 50,000,000 yen in 1919. The capital was fully paid in 1922. ' 
The Government of Japan does not participate in the capital of 
the Bank but it lends to the Bank enormous funds at a moderate 
rate of interest out of the resources of the Deposits Bureau of the 
Department of Finance. The deposits of the Bureau consist 
mostly of the postal savings deposits received by the Government. 
Its business is not merely confined to the control of deposits but 
also includes the investment and management of funds. It has 
been laid down by the law that the funds of the Bureau should 
be invested solely for the benefit of the State and the public in a 
safe and profitable manner and that such investments are to be 
made only after investigation of their purposes and methods in 
connection with the committee of investments of the Deposits 
Bureau. * There is one peculiar characteristic of the Industrial 
Bank which distinguishes it from the other public institutions. 
Early in the history of the Industrial Bank, a considerable 
portion of its shares came to be held by foreigners. * According 

1 Art. 2, Law of Incorporation of the Nippon Kog/o Oinlto, HW0. 

1 The duns of the Industrial Bank have a par rain* of SO yon. Prico* b**o boon 
declining since 1922. From 1918 to 1927 they ranged from 91 yon «o 00*40 yon The Imperial 
Household Department bold 22,725 sbarea in 1929. 

* Thirty-fourth Financial and Economic Aonoai of Japan, pp. 200-78. 

* Bee Report of Use National Monetary Comtniaaion, 1910-Baokiug System of Japan, 
pp. 187 and pp. 166-57. 
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to the Japan Year Book, 1924-25, foreigners owned 75,000,000 
yen of the Bank's capital. 1 

The Bank was established with a Government subsidy under 
Government control with a 50-year charter, the renewal of the 
charter being at the option of the Government. It was put 
under the direct superintendence of the Finance Minister who 
was to appoint a Comptroller to supervise the business manage- 
ment of the Bank. The President antf the Vice-President are 
appointed by the Government from among shareholders owning 
more than 200 shares in the Bank. Their term of office is fixed 
at five years. The directors are appointed by the Government 
from among the candidates who hold more than 100 shares in the 
Bank, elected at the General meeting of the shareholders. The 
number of candidates which the meeting recommends is twice the 
number of necessary directors. Their tenure of office is fixed at 
three years. 2 As regards the subsidy, the Government undertook 
to guarantee a 5% return on the Bank’s shares for the first five 
years, provided the amount of the subsidy did not exceed 
5% of the paid-up capital. 8 The business of the Industrial Bank 
is as follows : — 

(1) To make loans on the security of national bonds, 

prefectural or municipal loan bonds or debentures 
and shares of companies. 

(2) To subscribe for and underwrite national loan bonds, 
prefectural and municipal loan bonds or debentures 
of companies. 

(3) To receive deposits of money on fixed, current or 

special account and undertake the custody of goods 
entrusted to it for safe keeping. 

(4) To undertake trust business relating to secured 

debentures. 

* Tha Japan Year Book, 1924-26, p. 466. 

> Art. ?, Law of Incorporation of Nippon Kogyo Ginko, 1900. 

* Art. 26. ibid. 
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(5) To discount bills. 

(6) To buy and sell clean and documentary bills of 

exchange. 

(7) To make loans on mortgage or estates created by 
virtue of special laws. (Added March, 1905 ) 

(8) To make loans on mortgages of land and buildings 

belonging to factories. (Added by Law No. 8, March 
14, 1933.) 

(9) To make loans on mortgages of ships including those 
under construction which shall be redeemable by 
annual instalments within a period not exceeding 
15 years or a fixed term of not more than 5 years. 1 
(Added by Law No. 20, March, 1918.) 

(10) To make loans on the security of shipbuilding 

materials or equipments. (Added by Law No. 20, 
March, 1918.) 

(11) To float National loan bonds, prefcctural and 
municipal bonds and companies' shares and deben- 
tures and to receive payments for the same and to 
effect the payment of principal and interests, or 
dividends on the above. 

(12) To make call loans or loans for a fixed term on 
security of sites and buildings tielonging to factories 
or of residential land or buildings lying in localities 
where the City Planning Act is in force, provided 
that the total amount of such loans shall not exceed 
2/3rd the amount of the Bank’s paid-up capital. 

In addition to the kinds of business authorised by the above 
clauses the Bank may subscribe for and underwrite shares of 
companies with the sanction of the Minister of State for 

1 Accor din g to Bye-L»w Art. 99, ebip* accepted by the Book u rabjecte a t mortgagee 
•boll bo only those which, reckoning from tbe dele of lsuDubing, will be lees tboa 2d veer* eM 
et the date of payment of tbe Io.t inetelment of redemption end dull bn covered by 
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Finance. Debentures of companies, it may be noted, may be 
taken up in ordinary course but the subscription to their share 
capital requires the sanction of the Minister of Finance. 
The mortgages accepted by the Bank shall be first mortgages, 
but this does not apply, if they may be converted into first 
mortgages in course of redeeming an old loan with a new loan 
furnished by the Bank or if additional mortgages are furnished 
to the Bank. 

To raise funds for the various operations enumerated above, 
the Industrial Bank was empowered to issue debentures not 
exceeding ten times its paid-up capital. Such debentures includ- 
ing external and internal, it has been laid down, should not 
exceed the aggregate of the outstanding bank loans, discounted 
bills, national, municipal and prefectural loan bonds, debentures 
and shares of companies owned and the gold and silver held by 
the Bank. 1 The long-term debentures are redeemable by lot within 
30 years reckoning from the year of issue. 2 Besides these long- 
term bank debentures, discount debentures may also be issued 
which are to be redeemed within one year. 8 

The money required for making advances to the various 
industrial companies is raised chiefly by issuing these long-term 
bank debentures and discount debentures redeemable within one 
year. The money is sometimes obtained from other sources, 
as by borrowing from the market in long-term and short-term 
loans. In 1932, 30 million yen was borrowed in this way. 4 
The Treasury Deposits Bureau, as already noted, also furnishes 
money to the Industrial Bank at moderate rates of interest and 
sometimes underwrites its debenture issues. For instance, an 
issue of 6,332,000 yen and of 6,184,000 yen was underwritten 
by the Bureau in 1932/ The money thus obtained is appro- 

1 Art. 12, Law of Incorporation. * Art. 15, Law of Incorporation. 

* Arts. 45-48, Bye-Laws of Nippon Kogyo Ginko. 

1 Sixty-first Report of the Industrial Bank of Japan, for the half-year ending Jane 30, 

1992. 

* Sixty-first and Sixty-second Reports of tbs Industrial Bank of Japan, far the half* 
years ending June 90, 1992 and December 81, 1982, 
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priated by the Bank for the purpose of loans to industries and 
for converting bank debentures. 1 

The Bank issues its own debentures both at hoiue and 
abroad. As regards its bonds floated in foreign countries the 
Government guarantees the capital redemption and interest 
payment, whenever the occasion requires such a step.* It ib evident 
that the Bank was designed to introduce foreign capital into the 
country. Its first external loan was a debenture issue, secured 
by the Japanese Government, of £2,000,(XH) (19,526,000 yen) 
floated in England and France in 1908 at 5% rate of interest.* 
During the first eleven years of the Bank’s existence as much as 
350 million yen was raised abroad for financing Japanese 
enterprises. 4 This sum included : — 


50 million yen raised for (iovernment. 

140 ,, ,, „ ,, Municipalities for public works. 

185 ,, ,, ,, South Manchurian Railway. 

The sterling debentures of the South Manchurian Railway 
were issued in London in 1907, 1908 and 1911.® As further 
instances of loan issues in foreign markets, the issues of a 
£6,000,000 loan in London for the City of Tokyo and of a 
$19,740,00 loan in New York for the City of Yokohama in 1926 
may be mentioned. 6 The Bank signed these contracts as agents 
of the two cities and completed the proceedings accompanying 
these issues. The total amount of external debentures issued 

* 8iity-fir»fc Report of the Industrial Benk of Japan, June 30, 1032, 

* Source : The Consul of Japan. 

3 Thirty -ninth Annual Table of Bonds and Debentures in Japan (existing on 81el 
December, 1982) compiled by the Industrial Bank of Japan furnished by the authorities of tbs 
Bank, 

4 G. C. Alien, Modern Japan and its PrMem*, p. m . 

3 Financial and Economic Aonusl of Japan, 1028, pp. 50*51. 

3 Financial and Economic Monthly, February, 1927, p. 19. Also Fiftisth Bsport of 
tbs Bank, p. 6. 
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by the Bank still outstanding was 10,107,633 yen in 1932. 1 
The issue of own debentures of the Industrial Bank has 
been increasing from towards the close of the last Great 
War. The peak was reached in 1923, the year of the 
Earthquake. The enormous funds thus obtained by the 
Bank were utilised in restoring the vast areas devastated by the 
earthquake. Once again during 1931-32 a high point was 
reached when the Bank, taking advantage of the continuous and 
pronounced monetary case, tried to augment the supply of long- 
term funds by issuing debentures. 2 * * * The bulk of the new issues 
was intended to replace older issues bearing a higher rate of interest 
or maturing over a shorter period than was desirable. But by 
the end of the half year in June 30, 1933, the total amount of 
outstanding debentures was reduced to a great extent by the 
liquidation of credits granted to business enterprises. The co- 
operation of banks and other financial institutions had enabled 
these undertakings to consolidate their position by public issues 
and other operations. The Bank has since remained keenly 
alive to the reorganisation of the debt structure among the 
industrial and farming communities. The demands upon it or 
its own debtors are being considerably reduced by conversions 
and other operations carried out under its own direction. 8 

It may be mentioned in this connection that the Industrial 
Bank not only played in the earlier years of its inception an 
important part in the introduction of foreign capital into the 
country, but in the more recent years has also been instrumental 
in investing Japanese capital abroad, especially in China. The 
Government encouraged this policy of the Bank by guaranteeing 
its profits on foreign investments within a limit of 100 million 
yen. The Bank has also been the medium through which the 

1 Thirty-fourth Financial and Economic Annual of Japan, 1934, p. 104. The External 

debentures outstanding (in millions of yen) : 1923—10, 1924—54, 1925—54, 1926— 54. 

1927—10. 

* Sixty* second Report of the Industrial Bank of Japan, December SI, 1032. 

* The Statist, November 17, 1984, International Banking Section, p. 1757a 
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Deposits Bureau lent enormous sums to several Chinese enter- 
prises. For example, 7,5fl0,00() yen were advanced to the 
Nanjin Railway, 9,600,000 yen to (he Toa Industrial Company, 
2,051,000 yen to Han Yea Ping Company, etc., such investments 
of the Deposits Bureau through the Bank totalling 128,000,000 
yen. 1 In association with the Bank of Taiwan, the Bank of 
Chosen and other Japanese hanks, the Industrial Bunk partici- 
pated in numerous loans to Chinese Governments and enter- 
prises. Between June and September, 1918, the Bank advanced 
a 10 million yen loan to Kirin Hueiug Railway, a .‘10 million yen 
mine and forestry loan and another loan to the Kumni-TTsuchow 
Shuntefu Tsinantu Railway. Several million yen have also been 
advanced to the following development companies formed to 
finance Sino-Japanese industrial enterprises in China, viz., the 
Toa Kogyo Kabushiki Kaisha, the Chunicho Jitsugyo Kabushiki 
Kaisha and Nika Boshaku Kabushiki Kaisha. The Bank, in 
addition, participated in the famous “Nishihara” and other loans 
to the Chinese Governments. 

This policy of foreign investments pursued by the Industrial 
Bank since the Great War is somewhat similar to the participa- 
tion of the German Banks in loans to foreign Governments and 
enterprises. But in the case of the Japanese Bank, there is no- 
where to be found the success achieved by the German Banks nor 
their insistence for a quid pro quo for the interests of their asso- 
ciated industrial companies at home. A considerable portion of 
the Bank’s loans to Chinese Governments and enterprises has 
become ** frozen ” and unrealisablc. 

From the foregoing enumeration of the kinds of business 
the Industrial Bank has been authorised to transact, it is abun- 
dantly clear that the institution combines principally the func- 
tions of an issue-house with those of a mortgage bank. Although 
the Bank has been claimed to be essentially a monetary institu- 


l Herbert Brstter, Japtrttt Banking, p. 189. p. SO 8. 
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tion for industry, it cannot be characterised as a pure industrial 
banking corporation in the sense that it is interested exclusively 
in industrial issue or mortgage business. For, in addition to its 
industrial business it frequently floats and underwrites Govern 
ment and Municipal loan bonds. It does not even stop there but 
also engages in commercial banking business, such as the dis- 
counting of bills and the receiving of deposits. 

There is considerable misunderstanding as regards the 
couduct of ordinary banking business by the Industrial Bank of 
Japan. The ** Foreign Experts ” who were invited to assist the 
Central Banking Enquiry Committee in India believed that the 
Japanese Bank did not receive deposits or carry on any ordinary 
banking business, and during the discussions with the members 
of the Committee strongly made this point. 1 But the Bank is 
not only expressly authorised by statute to receive deposits and 
do ordinary banking business but in practice it actually engages 
in such business in addition to industrial financing. A refer- 
ence to the various balance-sheets of the institution published 
semi-annually shows that it accepts fixed, current account and 
special current deposits. The amount of such business is 
not insignificant and totalled, at the end of June 30, 1933, 
24,273,147 yen, 3,639,695 yen and 11,335,419 yen respectively. 
Besides these there were special deposits and deposits at notice 
amounting to 19,200,915 yen and 5,682,012 yen respectively. 
These various kinds of deposits ran to 64,131,190 yen in a total 
of liabilities amounting to 578,485,796 yen. On the assets 
side of the balance-sheet, we find that the Bank discounted bills 
amounting to 100,634,622 yen and made call loans amounting to 
7,700,000 yen. Thus the impression that the Bank does no 
ordinary banking business is not correct. It is a mixed banking 
institution with a preponderance of issue and mortgage business. 

As a mortgage bank for industry, it is no doubt empowered 
to furnish loans on the security of real estate, land and factory 

i Discussion i with Foreign Experts— Indian Central Banking Enquiry Committee, V«L 
IV, p. 168, p. 197, p. 370. 
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buildings, but an important part of its business is to supply 
money on movables, such as making loans on tin security of 
local and national bonds, shares and debentures of companies. 1 
The loans it makes to industry are stated to be long-term. But 
according to Article 40 of the Bye-Laws, loans made by the Bank 
cannot run for a longer period than five years. Now loans for 
so short a period as five years can hardly he regarded as long- 
term. Wherever specialist institutions are catering for the 
long-term financial needs of industry, the advances are made for 
a period much longer than live years. They generally run for 
periods over ten years and frequently for as long as twenty years. 
Loans running from two to ten years are considered as medium- 
term. Nowhere does a specialist institution designed for the 
long-term financing of industries has restricted the period of its 
long-term loans to five years only. 

Under the circumstances the Japanese Bank cannot be said 
to provide long-term industrial finance. Its loans are at best 
medium-term. It is only in the case of ship mortgage loans 
that the period is really long-term. Even here in actual practice 
loans have frequently been made for periods less than fifteen 
years. A distinct characteristic of mortgage banks dealing with 
long-term credit is the provision of amortisation for tbe loans 
granted. In the Japanese Industrial Bank, which claims to be 
an institution engaged in such type of business, it is remarkable 
that there is no statutory provision for amortisation as regards 
its industrial loans generally. It is only in the case of the loans 
against the mortgage of ships that it has been provided that 
tbe loans may be redeemable by annual instalments. It will 
be seen that the Bank has no resemblance to the post-war 
institutions in European countries which have been specially 
designed to grant long-term amortisation loans on mortgage 
of industrial property. 

* Count Okomo, Piflg Year* o) Ntv Japan, p. 637, Aim Morquio Kotooro, Tk* 
Banking Sgtiam of Japan (Notional Monetary Commiooiool. 

aa-msB 
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Although the Bank was authorised to furnish loam on 
mortgages of other real estate, yet those on the mortgage of 
ships and shipbuilding appurtenances were given the greatest 
predominance. There was no other kind of business transacted 
by the Bank for which such detailed and elaborate regulations 
were laid down. It was only in the case of such loans that 
provisions were expressly made in the Law of Incorporation and 
Bye-Laws as to what proportion of the appraised value of the 
mortgaged property could be made as a loan. It was laid down, 
for instance, that the amount of the loan to be advanced on 
mortgages of ships launched or under construction should be 
less than two-thirds of their value as estimated by the Bank 
and less than four-fifths of the insured amount as well, provided 
that such amount did not exceed the estimated construction value 
reduced by 4/ 100th per annum after launching. 1 Ships offered 
and accepted as mortgage must not be more than *25 years old 
at the date of the payment of last instalment for the redemption. 
They must be covered by insurance in a company approved by 
the Bank. The marine mortgage business of the Bank over- 
shadowed in the past every other kind of mortgage business it 
engaged in. It is only in recent years, specially after the 
prolonged slump in the shipping industries, that it has consider- 
ably developed its mortgage business as regards general industry, 
large and small. In the beginning, as a mortgage institute, it 
functioned primarily as a ship mortgage bank. 

Applications for loans from industrial companies are subjected 
to very close and stringent investigations by the special technical 
department of the Bank. 2 Loans are granted only on the 
advice of that department. In assisting industries, the 
applications were, in the eariier years, judged not so much 
on the merits of the security offered but by the potentialities 
of the industry in question and the business reports of the 
applying company. During the panic of 1927, however, the 

1 Art. 39 (S). 

* Source : The Consul of Jepen. 
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Bank found that it had to make readjustments in connection 
with large amounts of its advances and had to take over land 
and buildings worth half in value of what it had actually loaned. 
Since that time the Bank has considerably revised its loan policy. 
More attention is now directed to security values. Special 
interest is taken in those industries that are found after a close 
examination to have the prospects of maintenance or develop* 
ment. Loans have been made as promptly as possible and in 
recent years the Bank has adopted the policy of proceeding iu 
the future with less red tape and more expedition in the financing 
of industries . 1 

In the beginning the Industrial Bank was chiclly interested 
in the heavy industries. The shipping, iron and steel, 
engineering and chemical industries used to receive long-term 
advances from the Bank . 2 The cotton industry, it will lie 
noticed, is absent from this list and the remarkable progress 
of that industry owes nothing to the assistance from the Bank. 
The industry is controlled by powerful firms whose extraordinary 
financial strength renders them absolutely independent of the 
Government banks .' 1 The Bank’s association with the sbii>- 
building industry of the country has been particularly close. 
The Kawasuki Shipbuilding Company, the Kokusui Steamship 
Company and other concerns received considerable amounts of 
financial assistance from the Bank. It has not only made direct 
advances to the shipbuilding industry itself hut has also been used 
by the Government as a medium through which Slate assistance 
to the industry has been liberally given. During the Great 
War, when the shipbuilding industry was on the highest wave 
of prosperity, the Bank, along with the ordinary banks, invested 
heavily in the industry. But during the slump that followed 


1 Sixtieth Report ot the Industrial Benk of Japs", for the half-year ending December 
31. 1931. 

* G. C. Allen, Modern Japan and iu Probtem*. p. 165- 

* The Industrial Bank has, however, acted as Trustee* of mortgage delwotiiwe of the 
following Spinning and Wearing Companies: fl) Kurasbiki Spinning Co. « 

® Toyama Spinning Oo. (2 million yen). (3) Knrashiki Silk Wear*# Co. (4 million yen). 
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in the wake of the boom, a large portion of the Bank’s advances 
on security of ships became unrealizable, many shipping 
companies being unable to pay interest on their loans. Hence 
tbe Bank was compelled to discontinue its policy of making 
advances to shipping companies for several years. It was only 
in 1929 that tbe Bank was reported to resume this activity 
when a sum of 2,8.00,000 yen was advanced on the sucurity 
of seven medium-sized vessels. Tbe advances were for less than 
15 years and bore interest at 8%. 1 Even when the Bank 
resumed its ship mortgage business, it decided, owing to the pre- 
vailing conditions in the shipping world, to restrict its advances 
to those who had been engaged in the industry for many years 
and had proper connections at the principal ports of the world. 2 
Ever since the prolonged post-war slump in the shipping industry 
the marine mortgage business of the Bank has ceased to be so 
important a line as before. In recent years the Bank has been 
taking a great deal of interest in its long-term loans business 
with respect to other industries and as a result its mortgage 
loans business has tended to grow. Long-term loans to industry 
have been rapidly increasing since 1926, the peak being reached 
in 1931. The decline of long-term loans since 1932 is, as we shall 
see later on, ascribable to a great extent to the fact that industrial 
concerns had repaid a considerable portion of their dues and that 
the liberal assistance from the Bank had put them on such a 
sound footing as to do away with the necessity of further loans. 

The following table strikingly illustrates the rapid growth 
of the fixed loans business of the Bank in recent years 8 : — 

At the end of the half-year Fixed Loans. 

Ten. 

December 31 , 1926 193,332,760 

June 80, 1927 201,708,294 

Japan Advertiser , May, 1929. 

Fifty-eighth Report of the Industrial Bank of Japan, for the half-year ending 
Deeember 81, 1980. 

s Data collected from tbe various Semi-annual Balance-sheets of tbe Industrial Bank 
of Japan. 
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At the end of the half.yetr 

Fiard Loom. 
Too. 

December 81, 1027 

... 210,038,131 

June 30, 1028 

... 240,425,653 

December 31 ■ 1028 

... 251.500.827 

June 30. 1020 

... 270,133.280 

December 31, 1020 

... 200,52!!, 782 

June 30, 1930 

... 203,200,010 

December 31, 1030 

... 273,002.957 

June 30, 1031 

... !UH>, 118,056 

December 31, 1031 

... 319,030,370 

June 30, 1032 

... 311,740,056 

December 31, 1032 

... 300,005,897 

June SO, 1033 

... 278,875,280 


The role of the Bank as an industrial financier is not, 
however, confined to the provision of mortgage loans only. Ihe 
Bank’s issue business is even more important than its mortgage 
business. It plays a very useful part as an issue bouse, an 
investment banker and an underwriter. In this capacity it has 
assisted a considerable number of industrial companies by floating 
and underwriting the debentures issued by them. In fact the 
principal way in which it has financed industries has consistel 
in float ing and underwriting these debentures. The shipping 
concerns have naturally received a large measure of its assistance 
in this respect but the assistance rendered to numerous public 
utility companies and industrial enterprises of various kinds has 
been no less considerable in the recent years. (1) Railways, 
(2) tramways, (3) electric power, (4) paper, (5) sugar, (6) 
cement, (7) water power, (8) motor bus, (9) rope manufactur- 
ing, and (10) artificial manure companies arc, among others, 
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the principal industries whose debentures have been floated and 
underwritten by the Bank in present times. The issue busi- 
ness of the Bank is not, however, restricted to the underwriting 
of industrial debentures only, for the Bank has on numerous 
occasions acted similarly on behalf of the Government, municipal 
and local bodies. 

In this matter of floating and underwriting bonds and deben- 
tures, the Bank sometimes acts alone and sometimes in close 
co-operation with other banks. There are at present about 15 
banks in Japan, including the Industrial Bank, the Bank of 
Japan and tbe “ Big Five ” which usually act in close association 
with one another for the flotation of the securities. This policy 
of the Bank undoubtedly spreads out the risks of investmentfairly 
widely and is reminiscent of the practice of German banks. 

Participation or subscription to share capital of industrial 
companies does not appear to constitute an important line of the 
Bank’s business and it may be undertaken only with the sanction 
of the Minister of Finance. The provision of initial finance for 
fixed capital expenditure of industry is not, therefore, an essential 
function of the Bank. Its special business consists in the fur- 
nishing of capital for extension, modernisation and reorganisation 
of industry. We have very carefully studied the semi-annual 
reports of the Bank for a considerable number of years but 
nowhere have we come across an instance where the institution 
subscribed to or underwrote the shares of an industrial company, 
while the underwriting of debenture issues is the most important 
line of activity in every business year. 

With a view to leading industrial finance to its normal 
channels, the policy recently adopted by the Bank has consisted 
in having its long-term loans to industry converted into deben- 
tures issued by them for the purpose. The Bank has directed 
its efforts to have such debentures issued on sound mortgages 
and a redemption fund has been provided for them. 1 

* Sixtieth and Sixty-third Reports of the Industrial Bank of Japan, December SI, 1031 
and June SO, 1033. 
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We give below a classified abstract of the debentures of 
various companies floated and underwritten by the Industrial 
Bank of Japan either singly or in syndicates in recent years 1 

Description. Amount issued. Yotr of Issue. 

I. Railway and Tram — * Cn ‘ Half-year ending 

South Manchurian Railway KM * 00,000 Dee. 31* 102G 

M ,, 20,000,1* Juno no, 102? 

Oji Electric Tram Co. 0,000,00 

Seibn Railway Co.* 

(Second Debenture) 3,500,000 Dec. 31, 1027 

(Third Debenture) 3*000*000 

South Manchurian Railway 50,o00,< M *o 

Co. (Twenty-seventh 
Debenture). 

Cbicbibu Railway Co. 3,o0o,(joo June 30, 1038 

South Manchurian Railway 35,000,000 .* 

Co. 

Ina Electric Railway Co. 1 1 ,000, 000 Juno JM), 1020 

South Manchurian Railway 35/100,000 ,, 

Co. 

,. „ (30th Deb.) 20,000,000 Deo. Ml, 1080 

(3 1st Deb.) 30,000,000 Dec. 81, 1031 

2,205,000,000 

TI. Electric Light and Power — 

Ina Electric Company 10 , 000,000 Dec. 81, 1020 

Formosa Electric Power Co. 8 000,000 

Hakusan Water Electric 4,000,000 

Power Co. 

City of Tokyo Electric 8,200,000 

Enterprises Loan bonds. 

* Data ooUected from various Semi* Annual Reports of the Beok. 
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Description. 

Amount iiaoad. 

Year of lam. 


Ten. 

Half-year ending 

Azumi Electric Company 

3,500,000 

June 30, 1927 

„ f i (2nd Deb.) 

1,000,000 

Dec. 81, 1927 

Daido Electric Power Co. 

19,910,000 

» » 

Hakusan Hydro-Electric 

4,000,000 

M 

Power Co. 

* 


City of Tokyo Electric 

41,5000,000 

Jnne 30, 1928 

Works. 

Hukusan Hydro-Electric 

4,000,000 


Power Company. 

Ibigwa Electric Co. 

10,000,000 

Dec. 81, 1928 

Morioko Electric Light Co., 

8,500,000 

» t 

Shinano Electric Co. 

3,000,000 

»» 

Komatsu Electric Co. 

1,200,000 

»» 

Formosa Electric Power Co., 

6,500,000 

>» 

Daido Electric Power Co. 

15,000,000 

ft 

Tobu Electric Power Co. 

14,000,000 

» • 

Nippon Kai Electric Co. 

8,000,000 

Dec. 81, 1929 

City of Tokyo Electric 

15,000,000 

June 30, 1930 

Enterprises. 

Fukushima Electric Light 

10.000,000 

M 

Company. 

Tobu Electric Light Co. 

2,000,000 

»» 

City of Tokyo Electric 

17,560,000 

Dec. 81, 1930 

Enterprise Short-term 

Loan. 

Hidachi Eleotrio Power 

4,640,000 

June 80, 1932 


Co.. First Series. 

n 


Chubu Electric Co. 


3,000,000 
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Description. 

III. Cement — 

Yawagi Cement Co. 

Onoda Cement Co. 

Chiobibu tament Co. 

Onoda Cement Manufac 
turing Company. 

Asano Cement Ma'iufae 
turing Company. 

IV. Sugar — 

Teikoku Sugar Refining Co. 

Teikoku Sugar Manu- 
facturing Co. 

V. Paper — 

Fuji Paper Mill Co. 

n »• *# it 

>• ii •» i* 

19 99 99 *9 

99 »» *1 9 * 

VI. Shipping — 

Kakuaui Steamship Co. 

Nippon Yusen Kaisha 

• • |I M 

VII. Hope Manufacturing — 

Tokyo Rope Manufacturing 
Company. 

W— -1283B 


An.onnt Iwi' H. 

Year of Imo*. 

VVn 

tndiaa 

3.000,000 

Dec. 81, 1990 

2 . 700,00 ) 

June 80, >999 

2,500,000 

n 

:i.r>n),0!»o 

Deo. 81, 1099 

►4, 040/ M Ml 

June 80, 1989 

10,840 < 00 


.*>,000,000 

Deo. 31, 1926 

5,000,000 

June 80, 1929 

10/MMI/MKJ 


1 0,000/ KK) 

Deo. 81, 1996 

10,000,000 

June 80, 1027 

10,000,000 

June 80, 1928 

16,000,000 

Deo. 81. 1928 

80, (WO, 000 

June 80, 1929 

76,000.000 


2,5000.00 

Dec. 81, 1927 

30,000,000 

Dec. 31, 1928 

15,000,000 

Dec. 81, 1929 

47,5(W,0(W 


6, 600, (M Ml 

Dec. 31, 1998 
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Description. 

VIII. Artificial Manure — 

Amount lined. 
Ton. 

Tear of Imuo. 
Half-year ending 

Dai Nippon Artificial Manure 
Co. 

9,500,000 

June 80, 1929 

IX. Motor Bus Enterprise — 



City of Tokyo Motor Bus 
Enterprise consolidated loan 
bonds. 

2,497,000 

Dec. 31, 1927 

X. Waterworks and Drainage — 



City of Tokyo Water and 
Sewerage Works loan bonds. 

8,846,000 

June 30, 1927 

City of Tokyo Waterworks and 12,286,000 
Drainage third loan bonds. 

Dec. 81, 1927 

City of Utsuno Miya Water- 
works loan bonds. 

897,000 

Dec. 31, 1928 

City of Tokyo Waterworks 
consolidated loan bonds. 

17,440,000 

Dec. 31, 1928 

Besides the above, the Bank also assisted in floating and 
underwriting debentures of other industrial companies amounting 
to— 

15,600,000 yen during the half-year ending 

30th June, 1931 

18, (XX), 000 yen „ , 

1 ft 

31st December, 1931 

175,000,000 yen „ 

1 ft 

31st December, 1932 

(including 17,020,000 
yen covering Munici- 
pal loan bonds of 

Tokyo plus 70,000,000 
yen for the South 

Manchurian Com* 

pany). 



97,000,000 yen „ „ 

tt 

30th June, ^ 
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In the post-war years the Industrial Bank of Japan has 
directed its attention chiefly to two problems — that of assisting, 
the rationalisation movement among targe industries and of 
providing finance to the smaller industries. Ever since- the 
financial panic of April, 19*27, the Bank has been earnestly 
endeavouring to exercise its functions as an industrial banking 
corporation by generously responding to the general tendency 
towards amalgamation and reorganisation that was an outcome 
of depression in a number of industries. In more recent years 
the Bank bas come to play a very important part in the 
rationalisation of Japanese industry. 

In many instances it has given its advice as to the proper 
method of reorganisation after an inspection of the affairs of 
the industry. In the case of a large number of financially 
embarrassed industries the Bank has actually taken port in their 
reorganisation. 1 With a view to their readjustment, improve- 
ment or expansion, the Bank has even drawn up plans or given 
advice for increase or decrease of capital, reduction of dividend 
or amalgamation or co-operation with another company. I bus 
in several cases where industrial concerns engaged in the same 
business were carrying on in uncontrolled competition with one 
another the Bank has called their attention to the value of working 
together and tried to lend an impetus to co-o|*erative action and 
to put rationalised control into practice. 

It has in this manner actively assisted and initialed a large 
uumber of reorganisation schemes. The attitude of the Japanese 
Bank offers a sharp contrast in tins respect to that adopted by 
the B. I. D. of England. With the authorities of the B. 1. D., 
the guiding principle is that all schemes for rationalisation should 
come from within the industry. That the initiation of re- 
organisation schemes is not the function of banks, not even ® 
such a specialist institution as the B. I. D., appears * 

prevailing banking view of the country. This po icy a op y 


1 

t 


A Report for the half-year ending 30tb Juoe. 1W 
mb Report for tbe b*lf-y«« *“<•*•'* *** ,aMl I931 ‘ 
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(be B. 1. D. t has been considered by many to have hindered the 
progress of rationalisation in English industry. The authorities 
of the Japanese Industrial Bank have taken an entirely different 
view. They believe that bankers " must support the rationalisa- 
tion movement by understanding the nature of business enterprises 
and especially this Bank which has a special mission muBt work 
towards rationalisation.” 1 The policy adopted by the Industrial 
Bank with the concurrence and co-operation of industrialists has 
borne fruit in Japan. Already some of the companies assisted by 
the Bank in this way are found not only to have remained secure 
in the matter of their finances but are also tending to show a 
marked improvement in their management. 2 It did its best 
for ihe improvement and readjustment of industrial business by 
furnishing loans or arranging for the funds necessary for the 
extension and reconditioning of industries irrespective of the size 
of the firms so long as they were favourable credit risks. 3 As a 
result new long-term loans made by the Bank rapidly increased. 
Between December 31, 1927, and June 30, 1930, the amount 
advanced to various big industrial companies was 67,789,000 
yen. 4 

During the financial panic of 1927 and the acute industrial 
crisis of 1930, the Bank generously came to the rescue of a large 
number of industrial companies both large and small which fell 
into dire financial straits. Some of the most important industrial 
concerns were in great difficulties not only to meet their working 
expenses but also debentures and finance bills placed in the 
market which were due for repayment. When prices were 
rapidly falling and the market for securities was tottering on the 
brink of a severe collapse, the ordinary banks naturally hesitated 


1 Speech of the President 8chimakichi Sueaki at the General Meeting of shareholders 
of the Industrial Bank held on 6ih Fe binary, 1930.— Fifty-sixth Beport of the Bank for the 
half-year ending December 31, 1929. 

* Fifty-ninth Beport for the half-year ending 30th Jane, 1931. 

> Fifty-second Beport for the half-year ending December 31, 1927. 

* Fifty-eighth Beport for the half-year ending Slat December, 1930. 
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to finance the business concerns in such a plight. But it waa 
evident that there was a large number of industrial concerns 
which, having regard to their state of affairs and their manage* 
ment in the past, would not only be able to effect their re* 
organisation successfully before long, if financially aided, but 
would also continue as going concerns with further prospects for 
development in the future. Such enterprises undoubtedly 
deserved support. Under the circumstances, the institution* as 
the Governor pointed out in a recent Report, was not warranted 
in sitting still without adopting any measure to meet the situation, 
not only in the interest of national industries but also in the 
fulfilment of the mission and duties of the Bank. Accordingly 
steps were immediately taken to advance money to such business 
concerns as were considered to be sound and promising after a 
strict investigation. In the making of investigation, the Bank 
tried its utmost to be prompt and correct and advanced to the best 
of its ability to sill those who were reasonably in need of money. 1 
The Bank with the approval of the Minister of Finance undertook 
to finance the suffering companies and actually advanced them a 
lump sum of 70 million yen. 2 Mr. T. Yuki, the Governor of 
the Bank, took a leading part in assisting these concerns and bis 
statesman-like action to a great extent averted the industrial 
crisis that was threatening to envelop the country in 1930, 

The timely assistance rendered by the Bank together with 
the reorganisation effected by the firms themselves contributed 
not only to their own rehabilitation but also to the improvement 
of the position of all the banks that had recklessly financed 
them. 8 The Bank directed its attention particularly to ration- 
alisation of industries. In this connection it was soon realised 
that co-operation of bankers and industrialists was absolutely 
necessary to lend impetus to the rationalisation of industry. 


p. aa. 


Fifty-eighth Report for the half-year ending 3Ut December, im 

The Timer Trade and Engineering Satfement Broking Number, June 27, IfW, MJ- 

The Timer Trade and Engineering Sufplment, Banking Number, June 90, MM, 
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The Bank endeavoured to cement more firmly the relations 
between itself and the industries which had obtained assis- 
tance from it. The institution also felt that it was necessary 
to see that the money supplied was put to the most efficacious, 
safe and sound use and for that purpose decided to go a step for- 
ward and share in the management and accountancy of the aided 
enterprises so as to ensure the safety of the money. Accordingly 
since 1930-31 whenever money has been’ advanced to industrial 
companies, the undertakings have not only been most carefully 
and deliberately investigated but have also been offered ever 
afterwards friendly advice as to their management as a whole or 
as to their accountancy. Able and competeut men have also been 
installed in important places in the companies concerned. 1 This 
policy of co-operation initiated by the Japanese Bank in recent 
years is reminiscent of the practice of the Great Banks of 
Germany but the analogy is obviously not complete. In many 
instances friendly advice offered by the Bank has not followed the 
reorganisation but has preceded it. 

It is interesting to note that the policy of co-operation with 
industrialists adopted by the Industrial Bank has had an impor- 
tant effect on the bankers in general. Many of them are taking 
the same course of action as the Industrial Bank and have 
entered into close association with the industrialists. “ Indus- 
trialists and bankers have often had a heart to heart talk over 
the adoption of joint action for readjustment or betterment of the 
business management with the sole purpose of procuring a stable 
development for the enterprise.” 2 The attitude of the Industrial 
Bank has not only engendered joint action and co-operation be- 
tween bankers and industrialists but has even fostered a co-opera- 
tive spirit among the leading bankers themselves and has 
brought about a re-orientation of the policy adopted by them iu 
regard to industrial finance. An important step forward was 


1 Fifty-niuth Report for the half-year ending 30tb June, 1981. 

Ibid. 
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taken towards the establishment of joint action and co-operation 
among bankers when the Industrial Investigation Association 
was formed a few years ago. The Association is an organ of 
enquiries for the sound investment of hanks and other financial 
institutions. In view of the independent investment by banks 
in the past, the advent of the Association has been rightly viewed 
as the dawn of joint, investment. Relying upon the activity of 
this Association and the results of its enquiries in n good many 
cases, the bankers have acted in concert or formed tin* financial 
syndicate in supplying the money. The investment in the Kyoto 
Muslin Company and others was a result of the league of the 
leading bankers.’ Under the circumstances the authorities of 
the Industrial Bank have also recognised the desirability of the 
institution operating jointly to an increasing extent for the 
underwriting and issue of debentures of industrial companies. 

In the recent years the Bank’s policy has been chiefly to 
provide first of all money to those concerns which are urgently in 
need of financial readjustment so that they may effect such 
readjustment. Secondary consideration has been paid to demands 
for fresh money. Money has been supplied by making loans or 
underwriting the issue of debentures. With a view to leading 
industrial finance to its normal channels, the Bank repeatedly 
strove to transform loans into debentures or helped the companies 
to convert the higher interest-bearing debentures into lower 
interest-bearing ones, thus giving them relief in the conduct 
of their business or lightening their burden of interest. In this 
connection it is interesting to note that as the instrument of 
industrial finance the Bank adopted the positive policy of assist- 
ing even second class business concerns to readjust their internal 
affairs so as to be able to stand on their own legs. The policy 
pursued by the Bank in recent years in financing business con- 
cerns was outlined by the Governor at the general meeting of the 

‘ Fifty-eigbtb and Fifty-ointH Report*. Al*o Japan.fTo day and To-mcrow 
P.60. 
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shareholders held on February 5, 1934 : “ Industrial companies 
in particular were enabled to secure a considerable reduction in 
their interest burdens through the conversion of some three- 
fourths of their debentures on more favourable terms. Almost all 
these loans were secured by mortgage and more than ten of the 
issue were raised on the ' open end mortgage ’ system. This im- 
provement in the method of issue was of great convenience to 
industrial companies for they were enabled to float their loans on 
such a rational basis that they obtained in a large measure great 
advantage in the management of their business together with the 
material improvement of their position or its growth.” 1 

More attention than in the pre-war years appears now to be 
directed towards the supply of long-term money. In financing 
industries long-term money has been supplied as far as possible, 
whenever the industrialists were considered to be fit persons, 
their business affairs were fairly sound and stable and their policy 
of readjusting or improving their affairs definitely known. 

The Bank also tried to raise money for industrial companies 
desirous of obtaining it through the issue of debentures by 
underwriting it. But it was very difficult to obtain adequate 
finance from this source, the conditions in the money market 
being such as to make impossible the issue of debentures. 2 

The following principles have been laid down by the Bank 
in recent years, in close conformity with which the business of 
financing industries will be conducted henceforth 8 : — 

1. The terra of the loans is to he a long one. 

2. The debentures should be issued on sound mortgages (of 
immovable property). 

3. Good use is to be made of the principles of the sinking 
fund system. 

1 Sixty-fourth Report for the half-year ending December 81, 1998. See algo the Times 
Trad e and Engineering Supplement Banking Number, June 80. 1984. 

* Sixty* first Report for the half-year ending J une 30, 193*1. 

5 Fifty-ninth Report for the half-year ending June 30,1931. Also Si xty- third Ref x>rt 
fur the half-year ending June 30, 1933. 
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4. Close touch should be maintained with the factory 
management. 

Industrial Finance for Small and Middle Class Men in Industry : 

Along with the rationalisation of industry, the special atten- 
tion of the Industrial Bank in the post-war years has been 
directed towards the provision of finance for small and middle- 
sized industries. In the beginning the Bank was specially 
interested in the heavy industries. Other large-scale industries 
and public utility companies gradually came to obtain a consi- 
derable measure of the Bank’s assistance. The assistance of 
the Bank is no longer confined to the large-scale industries 
only. On the contrary the Bank has been taking the greatest 
pains for financing small industries. It has now acquired more 
than 15 years’ experience since the policy of financing small 
industries was begun by the Bank; and since the earthquake of 
1923 and particularly since the financial panic of 1927, the Bank 
has been exerting itself in this direction even more actively. 
It has been recognised that an urgent need of the present times 
is finance for small industrialists and it has been the declared 
policy of the Bank in recent years to make particular and 
constant endeavour to supply their financial requirements. 
The provision of financial facilities for small industries is 
receiving the increasing attention of the Bank and an improve- 
ment is being achieved almost every year in this line of business. 
A careful perusal of the semi-annual reports of the Bank 
discloses that the institution is constantly alive to the difficulties 
experienced by small- and medium-sized industries in raising 
their required finances ; and is persistently moved by an intense 

desire to do all it can for them. 

In the latter half of 1931 the Bank took steps to enlarge 
yet further its policy of financing small industries and to increase 
its efforts in that direction. Towards the close of 1932 a further 
necessary extension was made in the facilities of this particu ar 
department of the Bank’s business and an improvement was 

40— 1S88B 
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also achieved in the methods of operation. It increased the 
number of staff in charge of this particular department of opera- 
tions and scrutinised closely the real situations in the enter- 
prises involved in order to meet their needs justly, promptly 
and appropriately. 1 Before granting its assistance, the Bank 
conducts a close investigation into the personal and material 
credit of the applicants as well as into the conditions of the 
business. Assistance is rendered to such concerns only which 
have been fairly good or are likely to grow with such help. 

Advances are made to the small industrialists on the 
security of factory, machinery, and real estate. But attention 
is not exclusively confined to the material credit of the applicants 
for loans. Their personal credit is also taken into account. 
There are several instances where material security has been 
absolutely disregarded. Where the borrowers have been of 
particularly reliable character and ability and have been able to 
show excellent business records, the Bank has not hesitated 
to meet liberally the financial needs of these enterprising men, 
even if they have been uuable to offer adequate material security. 
The Bank has adopted since 1930 another policy for financing 
small industries. As the security offered by small and middle- 
olass men in industry is in the main deficient, the Bank has 
decided to have recourse to the plan of making a loan to a group, 
the members of which will be individually liable for a fixed 
amount. 2 A constant watch is kept over the management 
of the concerns after they have received the assistance of the 
Bank. The attitude of the Bank to the small industries appears 
to be markedly sympathetic and full of solicitude for their welfare. 
Even in those cases where the Bank finds itself unable to offer 
its assistance on account of something being wrong with their 
management, it does not, as a rule, show its cold shoulders 
and drop them out at once. On the contrary, it carefully 
examines any such defect, and with a view to improving their 

1 Sixty-eecond Report for the half-year ending December 31, 1982. 

' * Fifty-eighth Report for the half-year ending December 31 f 1927. 
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condition it offers itself as their adviser and takes a great deal 
of pains to point out to them what mean-* should be adopted 
to put their house in order. Thus the door is not shut against 
their future financial assistance and the policy actually paves the 
way for the provision of financial facilities at some other time. 1 

The results of the policy have been particularly happy. 
Many businesses, otherwise indifferent in the management of 
their affiirs, have actually bestirred themselves to improve their 
condition and get into a position to qualify themselves to obtain 
an acco n aodation from the Industrial Bank. In financing small 
industries as iu the case of large industries the Bank has not 
simply supplied the money but in co-operation with the indus- 
trialists has also given them its good offices for readjustment 
or improvement of their business. 2 Financing of small indus- 
tries in small amounts has now extended over the whole country. 
Having regard to the real needs in the industrial centres 
throughout the Country, the Bank is trying to facilitate still 
further this kind of financing by making enquiries into appli- 
cations even from remote places or making provision for facilities 
of several other kinds. The Government of Japan which take 
a great deal of interest in the welfare of small industries have 
utilised the Industrial Bank as a channel, since the earthquake 
of 1023, through which to extend their financial assistance to 
small men in industry. The Deposits Bureau of the Government 
decided after the panic of 1027 to loan 50 million yen to small 
borrowers through the Industrial Bank, the Hypothec Bank and 
the Co-operative Societies’ Central Bank. The rate of interest 
for these loans was 5% to an< ^ maximum was limited 
to 3,000 yen. Again, we find in a Report of the Bank 
that when the Government decided some time ago to advance 
for industrial purposes to the small industrialists and traders 
in the area covering 2 urban and 17 prefectures, as much as 

1 Sixtieth Report for the half-yew ending December 81. 1931. 

* Ibid. 
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10 ,,271, 000 yen was apportioned to the Industrial Bank. 
The Bank determined the terms of advances to these classes 
in the three cases, viz., of making the loans directly, through 
ordinary banks, and through the associations of the industries 
and export trade. Financing of small industries was further 
facilitated in this way. The assistance rendered by the Indus- 
trial Bank to small industries has been particularly great after 
the earthquake and the financial panic of 1927. Besides the 
usual advances, emergency loans with a special lower rate of 
interest were frequently made. The Bank has financed various 
kinds of small businesses covering many ramifications of the 
manufacturing industry. The chief among them are sawing, 
wood-working, furniture, printing, book-binding, machines, 
tools, ice-making, celluloid articles, plating, glasswares, food, 
hosiery, textile goods, dyeing and rubber. Figures showing 
total advances and the number of accounts in which they were 
made are available for the following small industries 1 : — 



Small Industries. 

Total Advances 
(in millions of yen). 

Number of 
Account*. 

1 . 

Machinery manufacturing 

60 

217 

2. 

Chemicals 

49 

299 

8. 

Saw milling 

47 

217 

4. 

Printing and Bookbinding 

4*3 

289 

6 . 

Bpinning and Wearing 

4-0 

401 

6 . 

Foodstuffs 

37 

819 


An analysis of the advances made by the Industrial Bank 
oonveys the definite impression that loans to smaller or minor 
industries are rapidly mounting. During the half-year ending on 
31st December, 1927, of the total amount of loans for the term, 
viz., 307,794,000 yen, loans for smaller industries amounted to 


1 Herbert Bretter, Japanese Banking , p. 181. 
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12.390.000 yen. 1 In the next half-year ending on 30th June, 
1928, 24,090,000 yen out of a total amount of H"* of 

314.640.000 yen were advanced to smaller enterprises, the 
borrowers numbering 1,369. The emergency loans with a special 
lower rate of interest already referred to for business enterprises 
in the local districts totalled 897,730 yen.* For the next term 
which ended on 31st- December, 1928, loans to the smaller indus- 
tries rose to 28,487,000 yen, the borrowers numbering 1,764 out 
of a total loan balance of 323, 824, 000 yen. The emergency loans 
during the same period amounted to 1,635,000 yen, the number of 
borrowers being 763.* At the end of the term on 30th June, 1929, 
the amount loaned for small industries was 19,170,000 yen out 
of a total amount of loans of 350,960,496, the number of 
borrowers being 1,770/ During the next period, «.e., the half- 
year ending on 31st December, 1929, such loans amounted to 
22,764,759 yen out of a total of 380,630,073 yen, distributed 
among 3,039 borrowers.* The following table illustrates the 
rapid growth of such loans in more recent years * : — 


Half-year ending 

Advances to small 
Industries. (Yen.) 

Number of 
Borrowers. 

Total Advances. 
(Yen.) 

June 30, 1980 

28,100,482 

8,422 

879,668,000 

Dec. 31, 1930 

1,418,100 

328 

69,207,000 

June 80, 1931 

45.390,000 

4,521 

456,000,000 

Dee. 81, 1931 

50,248,000 

4,845 

486,008,000 

June 80, 1932 

52,197,000 

4,964 

484,110,000 

Deo. 31, 1932 

53,248,000 

5,085 

476,090.000 


The figures given above strikingly illustrate what an 
important proportion of the total loans of the Bank is made up 

1 Fifty-second Report of the Industrial Benk of Japan December 31 . 1927. 

* Fifty-third Report of the Industrial Benk, Jane 30, 1«B. 

* Fifty-fourth Rapc.it of the Industrial Bank, December 81 , IMS. 

* Fifty-fifth Report of the Industrial Bank, Jane 8». 1929. 

* Fifty- rixth Report of the Indaatriel Bank. December 31, 1999. 

9 Rate collected fr o m variooe Semi-Annual Reporte. 
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of the small loans business. Such loans showed a remarkable 
tendency to increase and reached the peak at the end of December, 
1931. There was a tremendous rush of applications for loans 
from small industrialists in that year. But since then the 
demand for loans from them has tended to decline. This is 
partly due to the economic recovery of the world, but partly due, 
doubtless, to the fact that the Bank had supplied ample funds 
when they were urgently in need of assistance. Thanks to the 
Industrial Bank’s efforts, they are now very well financed. 1 

As regards the result of the business operations of the Bank, 
although it incurred severe losses owing to depreciation of real 
estate and security values when the shipbuilding and other 
industries were caught in the post-war slump, it is satisfactory 
to note that the institution has achieved a fairly favourable record 
in recent years. The result of the loans has been in general 
very good. The assistance rendered by it in the sphere of 
industrial reorganisation has promoted a great deal the rational- 
isation movement in Japanese industry. Its mission as one of 
the special financial institutions of the State has been accom- 
plished to a great extent. Borrowers both large and small of 
the Industrial Bank have been able to repay their loans generally ; 
and even the money that was advanced during the industrial 
crisis of 1930 has been collected fairly largely. The policy 
adopted by the Bank in helping industrial companies to convert 
their loans into long-term ones or debentures issued by them has 
in a great measure been responsible for this collection. Thus 
the borrowers were not only relieved from anxiety about their 
finances but the crisis in the industrial circles was also averted. 
This, as the Governor observed in the 59th Report, must be 
regarded as the fulfilment, in part, of the functions of the Bank 
to the satisfaction of all. The recent business reports of the 
Bank amply show that it has exerted its full strength for the 
execution of its mission as a special financial institution. It has 


8ixty*third Report of the Industrial Bank of Japan, June 80, 1983* 
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maintained its established policy and has continued its efforts 
to render financial assistance to its clients and industrial 
companies for ensuring their sound financial standing and 
expansion in their business undertakings. It performs a very 
important function in the industrial life of Japan. At no time 
perhaps have its services been more needed than during the 
world depression. Ever true to its mission and faithful to its 
traditions, the Bank has risen to the height of the occasion and 
has generally extended its sympathy and assistance to the sorely 
stricken industries of the country. In assisting a large number 
of industries, it has, however, observed u cautious and discri- 
minating policy, insisting, wherever necessary, on reorganisation 
and rationalisation as a condition of its assistance.* The indus- 
trial crisis which was threatening to envelop Japan in the autumn 
of 1930 was, it may be recalled, averted by the statesmanlike 
action of Mr. Yuki, the Governor of the Bank. 

The industrial development of Japan has progressed at 
immensely rapid strides. Between 1895 and 1928 she achieved 
an almost spectacular development and her mainstay was trans- 
formed from agriculture to industry. In estimating the share 
of the Industrial Bank in this amazing industrial progress of 
Japan, however, the influence of other factors should not l>e 
forgotten. The Industrial Bank is not the only factor in 
Japanese industrial financing. The Hypothec Bank, which was 
designed on the lines of the French ‘ Credit Fonder ’ to make 
loans on immovable property, also engages actively in industrial 
financing. The Deposits Bureau of the Government lends 
considerable sums through the Bank to smaller industries. In 
recent times the Bureau has also begun to play an interesting 
part in underwriting debenture issues. In 1929 it was reported 
to have underwritten a 20 million yen Daido Electric Power 
Company issue. The part it took in the post-war financing of 
industry haa been remarkable. It is ever extending its activities 

» The Siatiil, November 17.19M, International Dankmg Soetion.f. 767. 
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and in 1929 it was announced that it would advance money on 
security of fire-proof and quake*proof buildings in Tokyo and its 
vicinity. 1 

The local agricultural and industrial banks, which are in 
effect branches of the Hypothec Bank in different prefectures, 
also play a part in the financing of industries because, besides 
making loans to agriculturists and public bodies, they extend 
their assistance to manufactures also. 

The commercial banks of Japan have also a share in indus- 
trial financing. There is a persistent tendency on their part to 
make extensive loans by way of accommodation to industrial 
concerns. In more recent times, it may be recalled, owing to an 
influx of deposits into the commercial banks especially after the 
1927 crisis, their tendency for industrial financing has consider- 
ably increased. Instead of competing with one another to attract 
deposits, they are now competing in underwriting the issue of 
debentures. 2 Besides the commercial banks, savings banks play 
an important part in industrial financing, as they are large 
holders of securities. At the end of June, 1929, they held 
852,955,900 yen so invested, as compared with 3,277, 7 32,000 yen 
held by ordinary banks and 754,657,000 yen held by the special 
banks. 2 Judging from conditions of March 31, 1929, one-half 
of the securities held by the savings banks consists of other than 
Government bonds. These savings banks are permitted to take 
up or purchase, with the approval of the Minister of Finance, 
debentures and stocks of companies and to make loans on pledge 
of the said securities and also on mortgage of real estate. This 
activity of the Japanese savings banks is somewhat akin to that 
of their American rivals but the latter are invariably restricted 
to first class bonds only (and not shares also) in the matter of 
their investments. 

1 Japan Advertiser, April 6, 1929, p. 7. 

* The Timet Trade and Engineering Supplement, Braking Section, Jane 29, 1929. p. ». 
rad Jane 28, 1930, p. 25. See supra, Cb. IV. 

5 Herbert Bretter, Japanese Banking. 
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Private bankers like the famous houses of Mitsubishi!, 
Mitsuis, Sumitomos and Yasudas have also been responsible for 
many of the new industries of Japan. These powerful bankers 
have extended their activities in the industrial field. There are 
probably few enterprises of importance in Japan in which at 
least one of the groups has no interests. The most powerful 
banking houses are primarily industrialists themselves. 

The insurance companies of Japan have considerable invest- 
ments in mortgages on real estate and on factories as well as in 
security loans. Thus they also play a large part in the long- 
term financing of industry. Their investments and loans on 
security have been rapidly mounting in recent years.' 

Last but not least, the role of the Government must not be 
forgotten in this connection. They have had a big share in the 
rapid industrialisation of the country. 

Without attempting to minimise the importance of other 
factors in Japanese industrial financing, it must l>e recognised 
that the Industrial Bank had a considerable share in financing 
the economic development of the country. At the same time, 
however, it must be pointed out that the Government of Japan 
completely identified itself with the working of the Bank. 
Indeed, the Bank would have found it difficult to function, if tlio 
Government had not taken such a keen interest in its affairs and 
had not helped it with the immense resources of the Deposits 
Bureau and in various ot her ways. 


1 Thirty-fourth Financial Mid Economic Annual of J»P JD . PF 
41— 1988B 



CHAPTER X 

Industrial Mortgage Banks in Post-War Europe 1 
I. The Industrial Mortgage Bank of Finland, Ltd. 2 3 

The Industrial Mortgage Bank of Finland is one of the 
earliest and most important of the institutions that have been 
established in post-war Europe to grant long-term credit to 
industry through the issue of mortgage bonds. The name of the 
Bank in Finnish, as given in the Articles of Association, is 
"Suomen Teo-lliuus-Hypoteekkipankki O. Y.” and in Swedish 
“ Industri-Hypoteks banken-i-Finland A. B.” It was founded 
in 1924 with a paid-up share capital of 50 million Finnish marks, 
divided into 5,000 shares of 10,000 marks each. It was 
empowered to issue bonds. By an amendment of the Articles of 
Association, made on April 11, 1934, the total amount of the out- 
standing bonds of the Bank was limited to ten times the amount 
of its share capital and reserve fund. The Bank was further 
entitled to take up short-term credit not exceeding double 
the amount of the Bank’s own funds, provided the security for 
the credit did not consist of the Bank’s own bonds. 8 

For some time before the establishment of the Bank nego- 
tiations had been taking place between the Bank of Finland and 
the largest jointstock banks and the leaders of Finnish industry 
for the purpose of establishing a mortgage bank for the industries 
of the country. The idea was to obtain capital from foreign 

1 The substance of this Chapter appeared in the form of a series of articles is the 
Calcutta ftevietc, June, July and September, 1034. 

* The entire information about this Bank baa been obtained direct from Finland. Mr. 
Gustaf Fogelbolm. the Managing Director of the Bank, kindly replied to a detailed question* 
naire framed by the writer and also furnished him with the Anneal Beports, Balance-Sheets, 
and Artiolea of Association of the Bank. 

3 Chapter II, Sec. 8. Articles of Association (Amended), 11th April, 1034. 
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countries on reasonable terms by means of bond issues and to use 
the funds thus obtained for advancing amortisation l oans to in- 
dustrial enterprises on mortgages of their real estate, ground, 
forests, water-power and factory buildings. The plan attracted 
the attention of the Government, who considered the matter to be 
one of great public interest and on the 2Gth May, 1924, laid 
before the Diet a proposal for a State guarantee of a foreign loan 
not exceeding the equivalent of 550 million Finnish marks. 1 * * * * 

The scheme submitted to the Government for the statutes of 
the proposed Bank was confirmed on 5th June, 1924, and the 
constituent meeting of the shareholders of the Bank was held on 
the following day. It was announced in the meeting that the 
entire share capital of the Bank had been paid up on the same 
day. The shares were divided into two series, of which 80% be- 
longed to series * A ’ and 20% to series ‘ B.’ The ‘A ' scries of 
shares was taken over by the founders, the participating banks, 
viz., A. B. Nordiska Forenings banken, Ivansallis-Osake-Pankki 
and Helsingfors Aktie bank ; the remainder, the * B * series of 
shares, was to be taken over by those owners of industrial enter- 
prises who would receive financial assistance from the Bank to 
an amount equal to a fixed percentage of their Inn-rowings.* 

The object of the Bank is to supply the long-term credit 
requirements of the industries of Finland by granting amortisa- 
tion loans to industrial enterprises on mortgage of their real 
estate, ground, machinery, forest, water-power and factory 
buildings in Finland, in accordance with the law for mortgage 
in force. 8 It does not provide initial capital to industrial con- 
cerns by subscribing to or underwriting their shares. The 
provision of working capital to industry is not also its business. 
The amount of loan granted in each case should not exceed 50% 

1 Report of the Indoetriel Mortgage Beak of Finland, Ltd., 1994, HeMnfffon, MW. 

* Lette r to the writer from the Managing Director, Mr. G. Fogelhol®, in repiytoe 

questionnaire, deled Oth November, 1934. 

* Oh. I, 8ee. 1, Articles of Aeeocletioo, 1984. 

* Letter to the writer from the Managing Director of tbs Bank, op. ctt. 



324 


INDUSTRIAL FINANCE IN INDIA 


of the appraised value of the industrial property mortgaged. Two 
unprejudiced specialists are to be employed by the Board o! 
Directors for the purpose of valuation. In assessing the value of 
the property, attention should be paid not simply to its value 
as such but also to the security which the undertaking represents 
by its remunerativeness in regard to payment of interest and 
amortisation. The period for amortisation of loans is not to be 
more than 25 years. 1 The buildings and machinery belonging 
to the borrowing industrial undertaking must be insured against 
fire in an institution approved by the Board before a loan can 
be granted. According to Sec. C of the Bank’s statutes, tbe 
borrowing enterprise shall also furnish, besides the mortagage 
deed for the nominal value of the loan, a separate interest-bear- 
ing undertaking for an amount equal to 5 % of tbe nominal 
amount of the loan, as security for which a mortgage shall also 
be obtained. 2 The Bank cannot lend more than 15% of its total 
borrowing to one and the same industrial undertaking. 3 

The Board of Directors of the Bank consists of seven mem- 
bers, of whom one member is appointed according to the instruc- 
tions of the Ministry of Finance because of the guarantee given 
by the Finnish State to the bond loans taken up abroad by the 
Bank. This member participates in the management of the 
Bank on the same right and in the same way as the other 
members of the Board. The other members are elected by the 
participating banks and the borrowers of the Mortgage Bank. 
Originally it was laid down by the statutes that the owners of 
shares belonging to series * A ' should elect 3 members and those 
of shares belonging to series ‘ B ’ another 3 members. At a 
special meeting of the shareholders held on 25th June, 1924, 
the statutes were altered, in compliance with the wishes of the 
syndicate granting the bond loan, in such a manner that tbe 
holders of * A ’ shares would elect 4 members and those of ‘ B 

1 Ch. II, Sec. 5, Articles of Association. 

* Ch. II, Sec. 6 

3 Ch. Ill, Sec. 7. 
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shares 2 members. 1 The amendment was confirmed by the 
Government on 10th July, 1924. The duties of the Board of 
Directors are as follows : — 

(а) To guide the management of the bank's business in 
accordance with the law and the articles of association and the 
decisions of the meetings of shareholders ; 

(б) To determine the bases and detailed instructions 
for the valuation of property on which loans are to be. granted ; 

(c) To decide as to the issue of l>ond loans and other 
loans on behalf of the Bank and as to the security to bo pro* 
vided for them ; 

(d) To determine the general conditions of loans ; 

(e) To decide as to the purchase* and sale or mortgaging 
of bank property and as to the purchase and sale of such 
property as the bank is obliged to take over unsettled claims ; 

(/) To have the cash of the hank, its stocks and other 
assets checked at least twice a year by auditors appointed for 
that purpose from among its members ; 

(g) To engage and dismiss a managing director of the Bank 
and determine his remuneration ; 

(h) To issue and cancel powers of attorney. 

The Bank has to transfer 25% of its annual profits to 
a Reserve Fund until the fund amounts to 25% of the share 
capita] and thereafter not less than 5% until the reserve fund 
amounts to 50% of the share capital. A dividend not exceeding 
6% may only then be paid out to shareholders. Of the balance 
remaining, one-half shall be transferred to a fund for redeeming 
the guarantee undertaking referred to above. 2 The remainder is 
at the disposal of the meeting of the shareholders. The loss in 
any year is to be covered in the first instance by unappropriated 
profits and the reserve fund. But if these are not sufficient to 


1 Ch. Ill, 8*c. 17, Article# of Ateoctstioo. 

* See Sec. 6 of the Articles of Associetioo. 
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cover the loss, tbe Bank is entitled to have recourse to the 
undertakings delivered by the borrowers in addition to the 
mortgage deeds, the required amount being divided among 
all the borrowers in proportion to the outstanding amounts of 
loans. 1 

The Bank’s negotiations for obtaining a bond loan from 
abroad were completed early in July. An American consortium 
with Messrs. LeeHigginson of Boston at 'its head, agreed to grant 
to the Bank a bond loan of 12 million dollars at 7 % interest ; 
and tbe agreement was signed on the 7th of July in London. 
As soon as the bond loan was settled, the Board took steps to 
organise the business of the Bank with great care and effort. 
The principles and manner of valuing the different forms of 
real estate to be mortgaged as security by the borrowers, forest 
land, machinery, and water power, were carefully determined ; 
and a staff of technical experts was employed to assess properly 
the value of these properties. Thus at a meeting of the Board 
held on 2nd August, 1924, separate “assessors ” were appointed 
for valuing different forms of industrial property : two for 
buildings and machinery, two for landed and forest property and 
three others (two being regular and one a substitute) for water 
power. In consultation with these “ assessors ” the Managing 
Director framed questionnaires to which prospective borrowers 
were required to reply. Besides these specialists, the Board 
had already selected as early as July three other gentlemen to 
participate in the capacity of experts in the decision of important 
questions by the Board. 2 

At meetings of the Board, held on 30th July and 4th August, 
1924, terms were drawn up for the amortisation loans which 
the Bank would grant out of the funds secured by the bond loan 
on real estate security as prescribed by the statutes. The debt 
undertakings were to be made out in dollars and would bear 


1 Ch. IV, Sec. 98. 

* Report of the Industrial Mortgage Bank. Finland, 1924. Helsingfors. 1925. 
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interest at and be amortised by means of equal payments 
to be made semi-annually during the same period as the Bank’s 
bond loan, i.e., 20 years reckoning from 1st July, 1924. Tbe 
same capital rebate as allowed on the Bank's loan would also be 
allowed on the amortisation loans. These terms were outlined 
in detail in a prospectus which was issued to owners of Finnish 
industrial concerns. 

The Bank began operations on 21st August, 192-1. Appli- 
cations to be sent in before the 15th of October were invited for 
loans from owners of industrial concerns in Finland by issuing 
notices in the press. One hundred and five applications for loans 
were received, amounting to a total of 590,255,000 Finnish marks. 
These applications were dealt with during October, November, and 
December. Sixty-two applications totalling -11,980,000 Finnish 
marks were refused and 27 amortisation loans were granted alto- 
gether for 387,824,814 Finnish marks equivalent to $9,798,887 
(at an exchange of 39*70). Of this sum 259,787,311*70 Finnish 
marks (equivalent to $9,543,791) were taken up during the year. 
There still remained 19 applications amounting to 130,750,189 
Finnish marks to be dealt with while, of the funds obtained 
through the bond loan, 79,995,189 Finnish marks only were still 
available for disposal, when the year closed. 1 

The value of the property mortgaged by the borrowers as 
security for the amortisation loans granted during the year was 
assessed at Finnish marks 1,090,978,701*25. The loans 
granted thus represented on an average 30*9% of the assessed 
value of the mortgaged properties and afforded ample security to 
the Bank. 

After five years, the Bank was again able in 1930 to assist 
Finnish industry by the grant of amortisation loans. It took 
up in that year a fresh bond loan of J62, 000,000 at 9% to be 
redeemed by annual instalments in 25 years (15th April, 1955). 
Tbe contract for the loan was concluded on April 15, 1930, 


* Report of the Ioiwtrisl Mortgage Benk of FinUnd, lflSt, Befauagfon, IMS. 
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between a syndicate composed of several financial institutes, 1 the 
Bank and the Government of the Republic of Finland which 
signed a guarantee for the loan. According to the terms of the 
contract the proceeds of the bond loan were to be employed for 
granting amortisation loans to industrial concerns in Finland 
against a first or second mortgage on real estate belonging to 
them. The mortgage deeds of the amortisation loan were to be 

deposited with the Ministry of Finance as soon as they were duly 
completed. The proceeds of the bond loan were paid to a special 
account in the Bank of Finland. The Industrial Mortgage Bank 
would have to produce a certificate from the Minister of Finance 
that the mortgage deeds had been deposited with the Bank 
Inspectors, or other approved securities equivalent to a corre- 
sponding amount had been presented, whenever it wanted to 
draw upon the proceeds of the bond loan deposited in the Bank of 
Finland. As the completion of mortgage deeds takes a long time 
in Finland, the Board of Directors of the Mortgage Bank sub- 
mitted to the Minister of Finance that the joint sureties of the 
three participating banks should be acccepted as the temporary 
security. It was also proposed that, in those cases in which the 
mortgages could not be completed at once, the Bank would pay 
the amounts of the loans for the amortisation loans granted on the 
temporary surety of one of these banks, in which case the joint 
surety of the three banks should remain in force, until all its 
mortgage deeds duly completed had been deposited with the Bank 
Inspectors, to whom the Ministry of Finance had entrusted 
the charge of these documents. The proposal was approved on 
15th April, 1930, and immediately afterwards the joint surety- 
undertakings of the three shareholding banks were deposited 
there. The terms for the amortisation loans to be granted out of 
the proceeds of the bond loan were decided by the Directors at 

1 They ware — Hambros Bank, Ltd., London; J. Henry Schroeder & Go., London ; 
Mendelssohn A Co„ Amsterdam ; Nederlandache Handel Ma&taschappjj N. V. f Amsterdam; 
Stoekholms Enakilde Bank, Stockholm ; the Bank of Finland, A. B. Nordiaka Forenings ban- 
ken, KansaUii-Osake-Pankki and Helsingfors Aktiebank, all in Helsingfors 
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their meeting held on the 23rd of April, 1930. The same term 
of amortisation was fixed as for the bond loan : the same eapital 
rebate was also to be allowed as on the Bank's bond loan. The 
annual instalments were to be paid every six months at the rate 
of 3 995% of the nominal amount of the loan, equivalent to an 
annual rate of interest of Q> 2% . The mortgage deed and the 
guarantee of 5% of the amount of the loan as demanded by 
the statutes of the Bank were to be made out in pounds sterling * 

As before, notices were issued in the press inviting applica* 
cations for loans from Finnish industry. During May, 1930, 128 
applications were received, totalling Finnish marks 938,27*2,160. 
One hundred of these were refused and one was left undecided, the 
valuation not being ready when the year elosed. The remaining 
27 applications amounting to Finnish marks 380,302,350 
(£1,971,500) were granted. The total assessed value of the 
industrial property hypothecated to the Bank as security for the 
loans granted amounted to Finnish marks 1,188,050,740. The 
amount of the loan, therefore, represented 32% of the total mort- 
gage valuation. But in several cases the securities of the loans 
granted consisted of second mortgages. There were earlier mort- 
gages on the property amounting to Finnish marks 120, 209, 900 
or 10' 6^ . These mortgages consisted mostly of the securities 
for the dollar loans issued by the Bank in 1921 and 1925. 

By 1932 the mortgage deeds for the 45 mortgage loans 
granted out of the funds obtained by the Bank from the bond 
loan of 1st July, 1924, were duly registered and deposited with the 
Bank Inspectors. Of the 28 mortgage loans granted from the 
proceeds of the bond loan of 15th April, 1930, 20 were also duly 
registered and deposited. No new mortgage loans were granted 
during 1932 s and 1933. 8 A new 0% bond loan of Fmk. 200, 000 
for 5 years was issued by the Bank in 1934. The object was to 


1 

I 

a 


Report of the Industrial Mortgage Bank of Finland, Ui.. 1*». 

Report of tho IndortrUl Mortgage Bank of Finland . Md. 1 «. I***"*; 
Report of the Industrial Mortgage Bank ot Finland. Ltd.. 1933, Hal., gfora, ISM. 

o-uasB 



330 


INDUSTRIAL FINANCE IN INDIA 


obtain the necessary funds for redeeming the entire outstanding 
amount of $6,300,000 of the bond loan of 12 million dollars 
issued in the United States in 1924. The Government transferred 
to this loan the State guarantee granted on the dollar loan. It 
was underwritten by a syndicate consisting of A. B. Nordiska 
Forenings banken, Kansallis-Osake-Pankki and Helsingfors Aktie 
bank . 1 In accordance with a decision of the Board of Directors, 
11 mortgage loans were granted during 1935 to the total amount of 
Fmk. 47,500,000 out of the funds deposited in Finnish banks.* 
The Bank has furnished assistance to middle-sized firms as well 
as larger industrial concerns. Its assistance has generally been 
confined to the export industries, owing to the conditions of the 
guarantee granted by the Government for its bond issues. Both 
the bond loans of 12 million dollars and 2 million pounds have 
been guaranteed by the Government. There is no system here, 
as in the case of the Industrial Bank of Japan, of the Government 
lending to it at favourable rates of interest. The Bank does 
not work as a commercial bank but only for its industrial custo- 
mers. It makes no sliort-term loans ; it discounts no bills ; and 
it accepts no deposits, either long or short. 8 

The financial results of the Bank’s business, as seen from 
the latest balance-sheets and profit and loss accounts, are not 
unsatisfactory. The annual profits for 1930, 1932, 1934 and 
1936 are found to be Fmk. 651,346 19, Fmk. 3,237,122-03, Fmk. 
1,270,081*41, and Fmk. 30,11,397*36 respectively. In estimat- 
ing the profits of the Bank, the high amount of taxation paid 
should be taken into consideration. Finnish limited liability 
companies have to pay an unusually heavy income-tax as well as a 
tax on property. The amount which the Bank has to pay as 
taxes every year is not inconsiderable. 4 This acts as a great 

1 Report of the Industrial Mortgage Bank of Finland, Ltd., 1934, Helaingfore, 1936. 

* Report of the Indnetrial Mortgage Bank of Finland, Ltd., 1936, Helsingfors, 1937. 

* Source : Letter from Mr. Qustaf Fogelbolm, the ^Managing Director of the Bsoki 
dated 25th September, 19*33, replying to a questionnaire framed by the writer. 

4 For instance, the Bank paid as taxes Fmk. 539,036'fiO in 1930 and Fmk. 789,0i5 70 
in 1932. 
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burden on the institution and puts great difficulties in tho way of its 
fulfilling tbe task of arranging cheap long-term credits for Finnish 
Industry. It is satisfactory to note lhat as regards its mortgage 
loans, the Bank has not been obliged to protect its rights at any 
forced auction nor to resort to any other legal measures for 
collecting its claims. 1 2 * 

To carry out redemptions, tbe necessary amount of 1 Kinds is 
purchased in the open market in London, Amsterdam, Stock- 
holm and Helsingfors. Bonds are also often purchased for sub- 
sequent redemptions generally when the prices are low. The 
Bank s own bonds outstanding at the end of various years bet ween 
1924 and J.934 are given below :i : — 


Itiit liflO ’VI. 4 *'*? |*I.TI licit 

476,400,000 719,010,000 015,511,290 01 V»5<vlt)7 S, til) 


II. The National Huntjamn Industrial .1 lustituti , Ltd.* 

Like the Industrial Mortgage Bank of Finland, the National 
Hungarian Industrial Mortgage Institute has been specially de- 
signed for granting long-term amortisation loans to the industries 
of Hungary. It was founded in 1928 by the Royal Hungarian 
Treasury and the National Union of Manufacturers ((iyaripnrosok 
Orszagos Szovetsege) s of Budapest under Law XXI ol the same 
year. Unlike the Finnisli institution, the State participate- here in 
the share capital of the Institute. The Royal Hungarian Treasury 
subscribed to 80% of its original capital which amounted to 10 
million pengos (i.e., $1,749, 000) consisting of 10,000 shares, 

1 Report of the Industrial Mortgage Bank of Finland. Ltd., I K.iojho. !<«». 

* Report of the Industrial Mortgage Rank of Finland, Ltd., HOC, Uel.ingfor*, IW»T. 

* Balance-Sheets of the Industrial Moil, age Bank of Finland, Lid., for Ihe )«»r% 1924, 
M0, 19552, 1933 end 1934. 

4 H»e requisite documents were obtained from the authorities of H e InaWule in Bud*, 
peat with the ■■ of tbe Royal Hungarian Conaul in India. 

* “ Federation of Hougeriau Factory Industrie!." 
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each share having a nominal value of 1,000 pengos. The remain* 
ing 20% of the shares was subscribed by the National Union of 
Manufacturers and its Industrial Member Unions. According to 
the Articles of Association, only 30% of the original capital had 
to be paid- forthwith. 1 According to the latest balance-sheets 
available, 60% : of the authorised and issued capital of the Insti- 
tute, i.e., 6 million pengos, has been paid up. The Royal Hunga- 
rian Government exercises supreme control over the Institute 
through its Minister of Finance. The latter appoints a commis- 
sioner who permanently supervises the carrying on of the business 
of the Institute in accordance with the Law and Articles of 
Association and also controls the issue of bonds, which must bear 
his certificate. He has access to all papers and documents and 
is bound to attend the General Meeting of the Institute and may 
attend any meeting of the Board of Directors and of the Council 
of Supervision. Any resolution passed by the General Meeting or 
the Board which is not consistent with the Laws or Articles of 
Association of the Institute may be vetoed by him within 8 days 
from the passing of such resolution. All resolutions vetoed in 
this manner are to be held in abeyance pending the decision of 
the Minister of Finance. 2 

According to the Articles of Association, the Board of 
Directors is composed of not less than six and not more than 
twelve members elected by the General Meeting of the share- 
holders for one year each. At least two-thirds of the Board of 
Directors must be citizens of Hungary. Any person who holds 
any office or employment with any other Hungarian Institute 
having a similar scope of business or with any financial institute 
having close connections with industrial enterprises is debarred 


1 Articles of Association of the Nation tl Hungarian Industrial Mortgage Institute# 
Ob. II, para. 6. 

* Chapter VIII, paras. 38*41 of the Articles of Association, adopted at the constituent 
meeting of the Institute on 29th August, 1928; Approved by the Royal Hungarian Minister of 
Finance in concurrence with the Royal Hungarian Minister of Commezoe and the Royal 
Hungarian Minister of Justice. 
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from being elected to the Directorate.* No loan can be granted 
if objections are raised by two or more members of the Board of 
Directors The Board has been empowered with due considera- 
tion of the powers of the Government and Trustee of the Bond- 
holders — 

(1) To pass resolutions in matters of loans to be granted by 
the Institute; 

(2) To appoint, discharge and pension officers of the Insti- 
tute ; and 

(3) To decide upon — 

(a) the calls to be made in respect of uncalled share capital; 

(t) the type, the conditions and placement of the issues 
of the Institute ; 

(c) the form and text of the bonds to he issued ; and 

( d ) how the share capital, the sinking fund, the funds for 

specially securing the Isolds and the reserves shall 
be invested and made productive.* 

Besides the General Meeting of the shareholders and the 
Board of Directors, there is a third organ of the Institute, viz., 
the Council of Supervision. This Council is composed of not less 
than three and not more than five members who arc unnually 
elected by the General Meeting. No member of the Council can 
accept an office or employment with any other financial institute 
in Hungary as conducting similar business. At least three of the 
members must be citizens of Hungary. The Council supervises 
the carrying on of the business of the Institute in all its branches. 

It can always inspect the books, papers and cash in hand of the 
Institute. It is also empowered to examine the annual accounts 
and the balance-sheets which must be submitted to it by the 
Board as well as the proposals as to appropriation of profits and 
must report to the General Meeting on all these points.® 

* Articles of Association, Ch. IV, pars. 25. 

* Articles of Association, Ch. IV, psra. 28. 

I Articles of Aesodstwn. Ch. IV, pans. 9M1. 
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The objects of the Institute are to carry on exclusively the 
following business transactions, viz. : — 

(1) To grant, either in Hungarian or any other currency, 
loans, secured by mortgages registered in the Central Register of 
industrial eilterprises in accordance with the Law XXI of 1928, 
to Jointstock Companies and Co-operative Associations carrying 
on industrial enterprises. 

(2) To issue first mortgage bonds on the basis of loans 
secured on the mortgages enumerated in the preceding paragraph, 
made out in the same currency in which the claims constituting 
the underlying security of the issue are made out. 1 * 3 

The Central Register of industrial enterprises referred to 
above is kept in the Royal Court of Justice in Budapest and con- 
tains provisions enabling enterprises registered therein to mortgage 
not only their land and immovable assets but also their machi- 
nery, plants, stocks, work in progress, book debts and other 
current assets. 8 Such mortgaging, however, allows the mort- 
gagor to carry on the business of the industrial enterprise and to 
conclude legal transactions connected therewith and incidental 
thereto, alienating his movable assets and pledging them in favour 
of third creditors. 8 

The issues of the first mortgage bonds of the Institute must 
be made with the approval of the Government Commissioner and 
the Trustee of the Bondholders whose representative, like the 
Government Commissioner, has access to all documents and 
papers having reference to the business of the Institute. In 
connection with the issues of such Bonds, there must be 
set aside out of the capital of the Institute a special Reserve 
Fund earmarked to secure such bonds equal to 20% of the 
principal amount of bonds issued. The aggregate amount of 

1 Articles of Association, Ch. Ill, para. 9. 

* Law XXI of the year 1928 of Industrial Bonds, para. * 4 . 

3 Law XXI of the year 1928 on Industrial Bonds, para. 5. 
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the nominal value of the outstanding mortgage bonds should 
not exceed five times the amount of the Special Reserve Fund 
of that issue . 1 This fund must be invested in securities approved 
by the Government Commissioner and the Trustee for the Bond* 
holders payable in the same currency as that of the bonds in 
respect of which such reserve has been created. 2 Besides this 
special Reserve Fund at least 10^ of the annual net profits is 
to be carried to the ordinary reserve of the Institute. A portion 
of the remaining profits, not exceeding 5 % , shall lie applied 
to the benefit of the employees of the Institute. After all these 
deductions have been made, the balance is available for distri- 
bution as dividends, but in no circumstances dividends are to 
exceed a rate of 3% per annum on the paid up capital.' 

The Institute grants loans on written application from 
industrial enterprises. The applicants must correctly answer 
the questions set forth in the prescribed application forms 
and must furnish all details regarding their financial position. 
They must also make a statement that they will allow the 
Institute to make full enquiries into their financial situation and 
will authorise the Institute and the Trustee of the Bondholders 
to examine the books, the way of carrying on their business 
as well as all circumstances connected with their finances. 
Loans on first mortgages, securing the bond issues of the Ins i- 


tute, may only be granted provided that— 

1 Tangible assets (exclusive uf goodwill, patents, trade 
marks', etc.) so mortgaged by industrial enterprises are found 
to have. “ basic value,” by independent valuers empo^ bj 
tbe Institute, ol not less than three tunes the total amount 


1 Articles of Aaeociation, Ch. IH. 

* Articles of Association. Ch. V, p&r a. 35. 

» Latter, dated 26th October. from the Chat * 

Institute to Messrs. Guaranty Company of y ° rk - 


and M»n»g>o« Ditaetoi of tk* 
111, para. 10 «f il* Artkstoaof 


Association. 

* Articles of Association Ch. X, pars. »• • 
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the loan. The “ basic value,” which is the basis upon which 
loans are to be granted is estimated by careful computation and 
comparison of the book value, the going concern value and the 
break-up value in a forced sale of the borrowing concern. 1 

2. Quick assets of the borrowing enterprise cover the 

principal amount of mortgage loans as to 100 . 

3. The borrowing industrial enterprise can satisfy the 
Institute that on the basis of its last ordinary closing account 
made up in the present gold currency of Hungary, available 
net profits, after due provision has been made for regular depre- 
ciation of plant, buildings and machinery, for bad and doubt- 
ful debts and taxes, have been sufficient for the preceding fiscal 
year to cover the annual interest and amortisation payable on 
the loan not less than three times, and after 1929, only if this 
result is shown on the mean net profits for the preceding three 
years. 

4. The Hoard of Directors of the Institute are satisfied 
that there are no special reasons to anticipate that such profits 
will not be maintained in future. 

5. No loan shall be granted when more than one Director 
objects thereto. 

6. That in lieu of (2), (3) and (4), other appropriate full 
security, approved by the Government Commissioner, the Trustee 
for Bondholders and the Board of Directors of the 
Institute, is given for the mortgage debt as to both principal 
and interest. 2 

All mortgagars must maintain the conditions as set forth 
above and keep the mortgaged properties in first class working 
order and fully insured against damage by fire, acts of God 
or any other casualty and also against chomage (stoppage of 


1 Articles of Association, Cb. X, para. 44. 

* Letter, dated October 26, 1928, from the Chairman and Managing Director of the 
Institute to Messrs. Guaranty Company of New York (Information issued by the Company*) 
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work). They are to permit the Institute, at any time when it 

or the Government Commissioner or the Trustee for the bond* 

holders considers it necessary, to have an audit or revaluation 
of its assets made . 1 

The minimum loan that the Institute may grant must not 
be less than 10,000 pengos or the equivalent in the foreign 
currency thereof. The loan may be given either in ready 
money or in bonds issued by the Institute according to its 
option. The object of the Institute is not to make profits 
and declare very high dividends. Hence the rate of interest 
to be paid by debtor enterprises is not to exceed the rate of 
interest of the bonds to be issued on the basis of the loan. 
Besides this interest, they have to make a fixed contribution 
to cover the administration, management and other expenses 
of the Institute as determined by the Board of Directors in 
concurrence with the Government Commissioner. 3 They ure 
also to make to the Institute semi-annual cumulative amor- 
tisation payments on their debt, calculated in accordance with 
a regular amortisation schedule, to repay such loans with 
interest by the date of the maturity of the Bonds in respect of 
which the mortgages were created. 

A separate amortisation fund is to be created for each 
issue of first mortgage bonds out of the suras paid in by the 
debtors in accordance with the plan of amortisation on the title 
of principal, interest and annuity-instalments. The amortisa- 
tion fuud is to be kept quite separate and distinct and mo*t lie 
applied at the earliest date of payment in amortisation of the 
bonds of the Institute. Pending application in redemption of 
bonds, however, the fund may be temporarily invested with 
the approval of the Government Commissioner and of the Trustee 
for the bondholders in — 


> Article* ol A*»oci*tioo, C!i. III. P» r * 10 • 
* Article* of A**oci*tioo. Ck X per*- 


«— 1928B 
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(a) Buying fixed interest-bearing securities officially quoted 
on the stock exchange ; 

(b) Advancing loans for a period of not more than 3 months 
on such securities up to the maximum of three-fourths of their 
market value quoted in the stock exchanges ; 

(c) Discounting bills of exchange maturing within three 
months ; and 

(d) Discounting above-mentioned securities and coupons 
thereof which have fallen due or will fall due within the next 
six months. 1 * 3 

The first mortgage bonds shall be redeemed at their face 
value in ready money within the term indicated on them by way 
of drawings, up to an amount not less than that corresponding 
to the amortisation in accordance with the sinking fund scheme 
of the mortgage loans. The Institute, however, is empowered 
to make at any time extraordinary drawings after having given 
previous notice thereof by advertisement.® 

The mortgagors are entitled to repay their debt in advance 
of the regular amortisation schedule at any time. They may 
even be required by notice to pay in advance under the following 
circumstances 8 : — 

(1) When the borrowers have been declared bankrupt; 

(2) When they have failed to pay in due time all wages, 
salaries and other preferential liabilities; 

(3) When they have failed to comply with their obliga- 
tions under contract, inspite of intimation, within the term 
fixed ; 

(4) When, after the grant of the loan, it appears that the 
particulars which they put at the disposal of the Institute and 


1 Articles of Association, Ch. X para 51. 

9 Articles of Association, Ch. X, para. 52. 

3 Articles of Association, Ch. X, para. 45. 
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which served as the basis of the loan were inconsistent with the 
facts at the time of granting the loan; 

(5) When, in the course of revaluation ordered by the Insti- 
tute, it is found that the value of the assets mortgaged has 
undergone such changes that the claim of the Institute has 
discontinued in pursuance of the Articles of Association to be 
properly secured. 

Payment of principal made voluntarily in advance of the 
regular schedule will be applied to redemption by purchasing 
bonds of this issue in the open market at prices not in excess of 
par plus accrued interest. If bonds are not available or when 
payments are not voluntary, such payments will he applied by 
additional drawings in respect of the sinking fund. All bonds 
redeemed are to be cancelled. 

As regards the enforcement of its claims, the Institute enjoys 
special privileges. The law-courts are hound to issue, within 
three days of a notification by the Institute that a mortgagor has 
defaulted, authoritative decrees for the seizure of the assests of 
defaulting debtors and the sale thereof at auction. 1 Law XXI of 
1928 provides that in case of default or when the claim seems to 
have discontinued to be properly secured in consequence of changes 
in financial conditions, the courts shall, on application from the 
Institute, direct appropriate measures lor safety — among others, 
sequestration. The Institute may he appointed aequestri 
curator, if it so desires. The sequestri curator so appointed lias 
the right to take possession of the enterprise and carry on its 
business until the legal procedure for the enforcement of the claim 
is completed. 2 Under the Law, the book entries and accounts 
signed on behalf of the Institute constitute legal proof. 

The mortgages on properties and assets of the burrowing 
industrial enterprises, on the basis ol which the first mortgage 

1 Letter, dated 26th October, 1928. fiom the Chairman end Managing Director of the 
InetHete to Meeero. Guaranty Treat Company of New Vork. IfatormiK* haoedbythe 
Company.) 

* Pan. 18 of the Law XXI of 1928. 
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bonds are issued, are protected from the levy of any execution, 
even for public taxes and except in the case of compulsory wind- 
ing up or bankruptcy, third persons cannot acquire any rights 
concerning them. 1 

The 4rst bond issue of the Institute was an issue of 
$5,000,000 twenty-year First Mortgage Sinking Fund 7% Series 
‘ A ’ gold dollar bonds. The bonds were in coupon form, in de- 
nomination of $1,000, and were dated November 1, 1928 They 
will mature on November 1, 1948. The interest is 7% per 
annum payable semi-annually on May 1 and November 1 of each 
year. The principal and interest are payable in gold coin of the 
United States, of or equal to the standard of weight and fineness 
existing on November 1, 1928, at the principal office of Guaranty 
Trust Company of New York or at the option of the holder at the 
office of the Institute in Budapest. No deduction for public 
charges or taxes existing or to be imposed hereafter is to be made 
from this interest. The payment of principal and interest will 
be made alike in peace and war irrespective of the citizenship, 
nationality or residence of the holder. 2 * * The bonds were issued 
at;94f%. 

These $5,000,000 bonds constitute a direct obligation of 
the Institute and are secured according to the Articles of Associa- 
tion by — 

(a) An equal aggregate principal amount of first mortgages 
on industrial enterprises ; and 

(b) A special reserve fund amounting to 20% of the princi- 
pal amount of series ‘ A ’ dollar bonds outstanding, to be invested 
in dollar securities approved by the Government Commissioner 
and the Trustee for the Bondholders. 8 

According to the report of the Board of Directors of the Insti- 
tute for the first financial year, long-term industrial mortgage 

1 Article* of Association, Ch. II, para. IS, Also para. 17 of the Law XXI of i 

* Information issued by Messrs. Guaranty Company of New York. 

* The various types of Eecurities held in the Special Beaerve Fund set aside to *0°** 

Ike first mortgage bonds outstanding are given in Appendix I. 
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loans were made, on the basis of this first bond issue of 5 million 
dollars, to the amount of $3,514, 000 up to the 31st December, 

1929. During the second financial year 1929-30 such loans 
advanced by the Institute amounted to $1,091,000. The total 
amount advanced during the two financial years thus amounted to 
$4,605,000. The sum of $305, 000 which was still available 
for disposal was distributed in 1931. There was a large number 
of applications from industrial enterprises both in 19*29 and 

1930. The Institute could not act as promptly as it should have 
liked in the matter of granting the loans because it had to 
consider carefully the effects of the world-wide economic crisis 
which had set in. 

The loans, completing the total $5,000,000 bond issue were 
distributed among the different branches of industry as 


follows 

1 . 

Dollar*. 

1 . 

Iron and Metal industries 

910, (KK) (1* 5.2,33.108) 

2. 

Chemical industries 

550,000 (P 8,108,50V) 

3. 

Woollen Cloth manufactories 

614,000 (1* 3,507,782) 

4. 

Other Textile factories 

541, (KM) P 3,090,783) 

5. 

Silk ware factories 

468, (KK) (P 2.645,110) 

6. 

Printing and Publishing Co. 

547.000 (P 8.125,011) 

7. 

China, Fayence and Brick 
manufactories. 

204,000 (P 1, 105,452 

8. 

Spirit distilleries 

93,000 (1*581,300) 

9. 

Carpet weaving factories 

07, OIK) (P 564,102) 

10. 

Paper mills 

193.000 <P 1,102,009) 

11. 

Milling industries 

88'),<KK» (P 2,188,070) 

12. 

Oil refineries 

88, (HM) (P 502.744) 

13. 

Brush manufactories 

35, (KK) (P 109,935) 

14. 

Foodstuff factories 

207, (KK) (p 1,525,370) 


$5,000,000 O’ 28,505,000) 


The task of the Institute does not end with the granting 
of the loans. For the protection of its interests it always 


' Report of (be Board of Director, of the Nets*.- Huc-ow 
Institute, eoeeriag the eecond fioaoeiel jreer (rout 3l«t Decrmber, IS®. t.» «»* l>eoe»her, 
1M0, B ude peit , MU. 
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keeps an anxious and critical watch over the financial position 
and management of the borrowing industrial enterprises. On 
the basis of the experience gained in this connexion, the Institute 
has proved to be of much useful service to its debtors in promot- 
ing their interests in various ways. 

In estimating the financial results of the Institute’s assis- 
tance, account must be taken of the effects of the prevailing 
economic depression upon every trade and industry. From the 
very second year of its existence, it had to carry on its activities 
under the shadow of the most wide-spread economic crisis the 
world has ever known. The gloom deepened more and more as 
years rolled on. Under the circumstances, the scope of its 
activities had to be considerably restricted. When it had com- 
pleted the granting of the loans on its first bond issue, there could 
be no question of a fresh issue of bonds and of further granting 
of loans during the third financial year. 1 In consequence of the 
acute financial crisis, a number of the Institute’s debtors also 
defaulted and became insolvent. There was one instance of in- 
solvency during the first financial year, but as regards that the 
claims of the Institute happened to be fully secured. 2 * During 
the next financial year, two factories became insolvent ; but con- 
sidering the great economic importance of these factories, the 
Institute, as sequestri curator, succeeded in maintaining them 
in operation after foreclosure. 5 One of these was an important 
textile factory. The smaller borrowers of the Institute became 
insolvent during 1930-31 and during the next financial year, four 
companies, three of which belonged to the iron and steel manu- 
facturing group, defaulted and were put under foreclosure. 4 As 

1 Keport of tlie Board of Directors, Nations! Hungarian Industrial Mortgage Institute 
for the Third Financial Year >1980-31), Budapest, 1932. 

* Report of the Board of Directors for the Second Financial Year (1929-30;, Budapest, 

198 1 . 

s Report of the Board of Directors for the Third Financial Year (1930-31), Budaprst, 

1981. 

1 Report of the Board of Directors for the Fourth Financial Year .1931-32), Budapest, 

1988 . 
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regards the insolvency of the defaulted borrowers, the Institute 
believes that no loss will be incurred by it. The results of the 
liquidation of the assets of the companies under foreclosure and 
the collection of their outstanding claims tend to support this 
belief. 1 As regards other borrowers, only a very limited number 
of them have been in arrears with their amortisation instalments. 
The rest of the Institute s borrowers have regularly and punctually 
paid all interest and amortisation instalments and by the end of the 
fourth financial year closing on 31st Decendwjr, 1932, the arrears 
in interest and amortisation payments due from borrowers became 
insignificant. ’ The difficulties of the borrowing enterprises have 
no doubt been very great but they were immensely benefited by 
the provision of the long-term industrial loans made by the Insti- 
tute at a time when the need for them had never l>ee!i greater. 
These loans must have enabled the industrial concerns to face 
with comparative strength the stress of the financial storm. ;1 

As regards the profits of the Institute, it is found from a 
study of the Balance-Sheets and Profit and Loss accounts that its 
net profits amounted to pengo 00,740,08 in 1930, pengo 
75,111,24 in 1931 and pengo 70,218,50 in 1932. 1 


III. The Provincial Mortgage Haul; of Saxony J 


The Industrial Mortgage Bank of Finland, Ltd., is an example 
of a private jointstock company without any participation by the 
State in its share capital. The National Hungarian Industrial 
Mortgage Institute is a jointstock company, the major portion of 
whose capital has been subscribed by the State. I he Provincial 


Report of the Bo.rd o' Directors for the Fourth Financial Year (1981-121. Hudapent. 


IOW. „ . , 

5 Report for the Third Financial Year (WMlI, Bod»pert.'lM2. Alao Report the 

Fourth Fineneinl Year (1981-82), Budapest, 1933. , 

« Balance-Sheets end Profit and Loa. a*onnta of the National Hainan lDd*tn.l 
Mortgage Institute for the yeere ending 31st December, 1980, 1981 an • 

* The aonroea are ell in German. The neceaaary document, were obtained from the 

authorities of the Bank in Dresden » Saxony. 
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Mortgage Bank of Saxony is to be distinguished from these two 
types in that it is a State institution whose entire foundation 
capital of 1 million BM. has been contributed by the Govern* 
ment. The Bank came into existence on 1st October, 1925, in 
accordance with the Law of July 20, 1925. Truly speaking, it is 
an annexe of the State Bank of Saxony. The premises were 
supplied by the State Bank and the personnel was also taken from 
it. 1 According to the business regulations all payments for the 
Bank are to be deposited with the State Bank of Saxony. All 
payments of the Bank to the borrowers have also to be placed 
with the same institution. The business of the Directorium of 
the Bank, according to Sec. 12 of the statute relating to its 
establishment, is made over to the Directorium of the State Bank, 
which in connexion with the business of this institution signs as 
“Provincial Mortgage Bank of Saxony.” The juridical officials 
of the State Bank are also its officers. The State Bank gets 
adequately paid for the management of its business, the rate of 
payment being fixed by the Minister of Finance. 

The Provincial Mortgage Bank of Saxony has its seat in 
Dresden. Its object is to promote real credits for industry, trade 
and handicrafts in the free State of Saxony. 2 * It obtains the 
necessary funds for making the loans by issuing iuterest-bearing 
bonds. Bonds are divided in series, each series maintaining its 
special amortisation and reserve funds. * The sum total of circu- 
lating bonds must not exceed 75 million BM. ; and they must 
be covered to the extent of their nominal value by mortgages of at 
least the same value and bearing at least the same amount of 
interest. 4 5 The institution is responsible for the bonds with all 
its property. 


1 Business Report of the Provincial Mortgage Book of Saxony for the year 1935. 

(Bericht Sachaiaoheo Landeapfandbrjofanstalt Uber Das Geschaftajahr. 1925.1 

* Statutes relating to the establishment of e Provincial Mortgage Bank of Sasoay. 

July 9», 1925, See, 2. 

5 Ibid., See. 6 (1) and (2). 

« Ibid. , See. 6 <11. 
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Loans are furnished on mortgage of industrial and commer- 
cial real estate to industry, trade and craft. Other real estate 
connected with the former in business way can also serve a« the 
basis for loans, provided it belongs to the self-same owner. Not 
more than 30J£ of the value of the real estate is to be taken into 
consideration in granting a loan. This value has to be estimated 
according to the sale as well as the income possibilities. 

Lands lying in Saxony can be mortgaged even when they are 
not used directly for professional purposes, provided they are 
used for residential purposes by the credit seeker. Loans may Ite 
granted up to 60% of the estimated value of such lands. Those 
rules are to be applied only when the mortgage is valued at 
20,000 RM. 1 

The loans can be made cither in cash or in lamds. 
They are made against mortgages without reference to other 
securities, and can be withdrawn at a date earlier than that 
fixed, except when so laid down in the contract. Besides 
the mortgaged property, the bonds issued by the Bank enjoy 
an additional security. Every credit seeker is jointly and 
severally liable up to 10% of the loan granted. 1 

The application for a loan must be made in a form 
of the Bank given for the purpose which should be fully 
and correctly filled up by the credit seeker. Along with 
this application the borrower must furnish the three latest 
balance-sheets, profit and loss accounts, an interim balance- 
sheet if necessary, abstracts from the grundbueh, the latest 
information about the property tax, insurance policies for 
the machines and all other inventories, etc. The borrower 
must allow the Bank to examine all his properties. The Baok 
can even have the latest balance-sheets examined by the State 
Bank of Saxony at the expense of the borrower and can also have 
the lands (property and inventory) appraised by an expert. 

1 Statata. nbtiag to the of . Provincial Bank of 

fee. 8(11, W and (S). 

' 1W4., 8m. 0 (1), (3) and '8J. 

44— 1S28B 
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Until the loan has been paid back, the credit seeker is obliged to 
submit continually every year without demand the balance-sheet 
with the profit and loss account within three months after the 
close of the business year. If the Bank so desires, it can demand 
the interim balance-sheet also and can get all the books 

and documents of the borrower examined by the State Bank 

of Saxony. In regard to loans above 50,000 GM. the 
balance-sheets must be signed by * an auditor or trust 
company approved by the Bank. 1 * 

The loan is made in fine gold (1 gm. is equal to 
§too Kgm. of fine gold) in RM. or in foreign currency ; 
and it will be based on the issue of bonds worth the 

value of the nominal loan. The bonds can be cashed either 
through the Bank at the cost of the borrower or can be 

made over to the borrower on a basis of mutual understand- 
ing. The bonds, then, are not to be cashed completely or 
partially before a certain period. 

The bonds are divided in series. The rates of interest 
and the method of payment follow the rules of every 
series of the loan. The borrower has to pay an annuity 
to the Bank every year in equal half-yearly instalments. 
This annuity comprises of interest, amortisation and risk of 

per year. 8 The Bank is also entitled to receive a sura 
for administrative expenses. An additional payment is 
demanded in case of unpunctual payment of the regular 
quotas. The loan bears interest from the moment of issue. 
The interest will have to be paid for the same period 
for which the bonds also have to bear interest. The 
borrower, however, has to pay his interest, etc., forty-five 
dayB before the due date for the payment of the interest 
on bonds. If the borrower happens to be more than eight 
days in arrears in regard to the payment of interest, etc., 


1 Boaineaa regulation* of the Provincial Mortgage Bank of Saxony, Art. 1- 

* Ibid., Art 8. 
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the interest rises automatically up to 2% of tbe original loan 
excluding special repayments, in every case at least up to 
the legal rate of interest. At the same time tbe interest 
for the remaining amounts will have to be paid at the 
same rate. 1 

The loan can be terminated from the aide of the borrower on 
three months’ notice. From the side of the Bank it can be 
terminated under the following circumstances * : 

(1) If, after the loan has been made, it is found out that 
there are some discrepancies between the data presented by tbe 
borrower in his application for the loan and the actual facta 
relating to the property, etc. ; 

(2) If the debtor fails to satisfy the contract; 

(3) If certain portions of the mortgaged land are separated, 
without the permission of the Bank; 

(4) If the title holder or possessor of tbe mortgaged land 
does not hold himself responsible for the debt ; 

(5) If it so appears that the possessor of the mortgaged land 
cannot be fixed upon as a personal borrower; 

(6) If the insurance policies arc not renewed and the 
premiums are not paid; 

(7) If the borrower becomes insolvent and the mortgaged 
lands are placed on auction; 

(8) If the machines or other tools and implements which are 
essential for the value of the real estate are destrojed or removed 
from the land and are not replaced; or if nothing is done to 
reconstruct or repair the land or if for any other reason tbe land 
diminishes by more than 20% in value, and if tbe borrower 
does not try to make amends for the loss in other ways, 

(9) Otherwise, whenever it is necessary for the Bank to 
demand the withdrawal of the loan for reasons of security. 


I Regul»tioo», Art. 

* Ibid., Art. S. 
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' The Credit Committee, in conjunction with the State 
Commissar, is to decide whether there is a real danger. 

The Bank has the right to cover its loans with bonds in 
case the borrower does not pay punctually and can demand of 
him the necessary costs. In addition to the amortisation and 
interest, etc., the borrower must pay the Bank up to 10 % of the 
loan whenever the bonds fail to reach the desired amount in 
order that the responsibilities of the Bank in connection with the 
bonds may be discharged. 1 The State Commissar fixes the 
quota under such circumstances. Further payments can be 
demanded if necessary until the sum mortgaged is realised. The 
obligation to make additional payments ends one year after the 
complete repayment of the loan, unless in the mean time the 
borrower is absolved of the responsibilities. The responsibility 
for amortisation and interest and additional payments is to be 
assured by bonds. For all these claims which are not assured 
by bonds, a new security rising up to 10% of the loan is to be 
deposited. As in the case of the Finnish and Hungarian 
institutions, the borrowers of the Saxon Mortgage Bank must 
have the buildings together with the installations, tools and 
implements, raw materials and other goods insured against 
damage by fire or otherwise with an insurance company approved 
by the Bank and must keep them insured during the entire period 
of the loan. The Bank can get these insurance documents 
examined by its own experts. It has the right to the sums 
insured. If it so desires, the payment of premiums is to be 
notified to it. The mortgage of the Bank is to be secured in 
every way by notice to the insurance company. The company's 
certificate in regard to the insurance of the mortgage has to 
be handed over to the Bank. The Bank has the further right 
of paying premiums and of making new insurance at the cost of 
the borrower. 2 If a life policy is an additional security 
according to the terms of the loan to be offered by the Bank* 

1 Bmumm BegaUtioM, Art. 9. 

* Ibid., Art. 12. 
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tl>R policy is to be taken with an insurance company recom* 
mended by the Bank on the condition that the sum assured » 
to be paid to itself. The sum assured serves as the security 
of the obligations of the borrower and is to be deposited by 
the Bank with the State Bank of Saxony. The premiums may 
have to be placed with the Bank, if it so desires* in order that 
they may be made over to the insurance company punctually. 
The Bank, as before, has also the right to pay the premiums at 
the cost of the borrower. 1 

As long as the loan is not paid back, none of the important 
parts of the installations or accessories can be mortgaged or sold 
without the permission of the Bank. Whenever any mortgage 
is made, the Bank must be notified at once. 2 

The organs of the Bank are — 

(1) The Directorium ; 

(2) The Administrative Council ; and 

(3) The Committee of Credit. 

The Directorium is responsible for the administration, 
business management and judicial and extra-judicial representa- 
tion of the Bank. It is, in all the interests of the Bank, the 
principal authority in so far as nothing otherwise in mentioned 
in the Act. The business of the Directorium has, as already 
noted, been transferred to the Directorium of the State Bank of 
Saxony. • 

A Credit Committee is to be formed in the jurisdiction of 
every Chamber of Commerce. The Committee is to consist of a 
member of the local Chamber of Commerce as President, a member 
of the local Chamber of Business fOewerbe) and at least three 
other members. All the members of the Credit Committee are 
appointed for two years by tbe Directorium with the approval 


1 Bw in— B*gni»tions, Art. M. 

9 Jk%d let 18 

* Btrtof— rotating to tbo utMinhmnt of tba Boo , 19 <D (3). 
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of the State Commissar. The Credit Committees are to be of 
help to the Directorium for the affairs of their jurisdiction 
specially in regard to the demands for credit. The Directorium 
should not go beyond the amounts of credit recommended by the 
Credit Committees. 1 

The Administrative Council is composed of the State 
Commissar, the Vice-President and 12 other members at the 
highest. Three members are appointed by the Landtag for two 
years. The five local Credit Committees send each one a 
member to the Council. These five members are appointed by 
the ‘ Minister of Finance on the recommendation of Credit 
Committees. At least two of these members must come from 
the Chambers of Commerce and at least one from the Industry and 
Trade Chambers. The other members are appointed from among 
the credit seekers on the recommendation of the Chambers of 
Commerce and Industry by the Minister of Finance and the 
Minister of Economic Development. The Administrative Council 
has the power to supervise the business management of the 
Directorium; and with this object in view it can demand 
information in regard to all business affairs and examine the 
books and documents or get them examined by others. It can 
also study the position of the bonds, mortgages, securities, etc., 
and can be present while the auditing of accounts is being carried 
on. "While engaged in these examinations, the Administrative 
Council may draw upon the Revision Department of the State 
Bank of Saxony. It is also to be heard in regard to the specially 
important and fun dam ental affairs, for instance, interest, amorti- 
sation and other rates, the principles of granting credit, the sale 
and purchase of lands, the expansion of the sphere of business, etc. 
If a majority in the Administrative Council reject the sugges- 
tions of the Directorium, the decision of the Minister of Finance 
is to be appealed for by the State Commissar. The preparation 

r 

l Sec. 16 of tbe Statutes relating to the establishment o f e ProTiaeiel Mortgage Bank 
of Sumy. Job 90, 1096. 
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of the yearly accounts rests with the Administrative Council. If 
the State Commissar raises objections against the statement of 
accounts presented by the Administrative Council, the Minister 
of Finance, again, is to be appealed to. 1 * * * 

. The Minister of Finance is the supervising authority. He 
is empowered to undertake all measure's that may he required 
to govern the Institution in accordance with loans und regula- 
tions. He has to decide in regard to all personal and national 
differences that may arise among the members of the Dircctorium 
on whom his decisions are binding. He exercises his power 
of supervision and control through the State Commissar or 
bis representative appointed for the State Hank of Saxony. 
The State Commissar is authorised to undertake any measure 
necessary to keep him informed about the Institution. For 
instance, he is authorised to inspect all books and documents 
at any time, to examine the entire business management and 
administration, to demand information, to attend revisions or 
cause them to be undertaken and to take part in the meetings 
of the Directorium and Credit Committees or cause such 
meetings to be held. He should also see that the rules for 
cover in regard to bonds as well as the systematic amortisation 
of hypothecs and bonds are carried out .* 

As regards the Reserve Fund, it should be mentioned that 
in addition to the general Reserve, there is also a special 
Reserve for each series of the loan, called the series Reserve. 
Twenty-five per cent, of the net profits is to be placed in the 
general Reserve until the Reserve readies twenty per cent, of 
the bonds. After that the deposit of the Government is to be 
furnished with interest at the average Reichshank rate. The 
rest will have to be used either for strengthening the amortisa- 
tion fund or otherwise in the interest of the borrower. I revision 


1 Statutes relating to tbe establishment of . ProWnci.l Bw * of 8 **" V 

July 20, 19*26, See. 14. 

* Ibid., See. 16. 

* Ibid., See. 19 (1), (2) * (3). 
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for risk is to be added to the Reserve as soon as 5% of the capital 
is reached ; the rest is to be added to the amortisation fund. 1 

In case of liquidation, the State Bank of Saxony will 
supervise operations. In case any property is left after amorti- 
sation of .bonds and fulfilment of other responsibilities including 
the repayment of the State deposit, it passes over to the Govern- 
ment for employment for similar purposes. 1 

The preparatory work for bringing into existence the 
Mortgage Bank and its organisation was completed in the 
last three months of the year 1925. Actual business could be 
undertaken during the first months of 1926. The whole German 
economic position was shaken by a severe crisis at the time. 
Many firms which came into existence during the inflation 
period had to go into liquidation ; and they took with them many 
others as they fell. There was the competition of foreign 
countries with highly inflated currencies. Already there was 
want of liquid capital in Germany. During the inflation period 
the different industrial undertakings had invested their capital 
in construction. After the return to stabilization, acute com- 
petition again made its appearance, and new investments were 
urgently called for to reorganise old factories and adapt them 
to new methods and new conditions. There arose an enormouB 
demand for long-term credit. The undertakings could not 
without grave risks help themselves with short-term credit. 
Under the circumstances it was strongly recognised that an 
institution whose business would be to give loDg-term amortisa- 
tion loans on mortgage to industry must be of great economic 
value to the country. 8 As soon as the Saxon Mortgage Bank was 
established, it came to be utilised by wide circles of industry, 
commerce and handicrafts of Saxony. 4 This also amply proves 

1 Statutes relating to the establishment of •Provincial Mortgage Bank, July SO, 1928, 
SN.& 

* Ibid., 8m. h. 

* Business Report of the Provincial Mortgage Bank of Saxony for the jeer 1936* 

* /bid., for the year 1926, 
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the importance of establishing such a type of institution to meet 
the pressing demands for long-term loans from these circles. 

Daring the first three months of the existence of the Bank, 
want of capital stood in the way of its extending large facilities 
to industry. It was felt that the enormous capital required 
for the purpose could not be successfully raised in the local capital 
market. Accordingly an attempt was made to tap the foreign 
market. Even before the Institute was functioning, negotiations 
had been opened by the State Bank of Saxony with a leading 
American institution, the National City Company of New York, 
for the purpose of raising a loan. The negotiations lasted for 
four months and were finally concluded in January, 192(3, with 
the result that the American Company agreed to furnish a 7% 
mortgage loan to the extent of 5 million dollars. This loan 
enabled the Institute to issue loans of the nominal value of 
21 million gold marks, bearing interest, at 8% and redeemable in 
20 years in uniform annuities of 10*i»56%.' 

In anticipation of this capital from America, the first three 
months of the Bank’s existence were devoted to the examina- 
tion of the numerous applications for loans received by it. The 
examination was carried on with great care. The credit-worthi- 
ness of the applicants, the sale and balance sheets, the soundness 
of the firms were minutely examined. It was also necessary to 
form an idea of the basis of the firm taking the loan whether the 
undertaking was likely to fail or not according to the constitu- 
tion, nature and position of the business and whether it bad the 
sure prospect of at least paying the interest and amortisation. 

During 1926, 1,000 applications were granted. Credits over 

20.000 gm. were granted only after special consultation with 
other representatives of Industry, Trade and Craft ; those of 

100.000 gm. or over were given only after permission of the 
State Commissar was obtained < and those over 200,000 gm. 
after permission of the Ministry of Finance and the Admini- 


* Boafoeaa Report of tbs Proriocial Mortgage Bank of Saxon/ for tba /ear «W. 
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strative Council. 1 * 3 4 The industries that were chiefly were 

the textile and metal industries of Saxony.* In 1928 the foreign 
market for raising the bond loans of the Institute was closed and 
the internal market had to be resorted to. In the spring of 1928 
Series V Ponds of 5 million gm. at 8% and Series VI Bonds of 
5 million gm. at 8% were issued at 98% and 97£% respectively. 8 
Every size and every branch of business was assisted and 
every part of the country (Saxony) was ’represented. As before, 
the chief industry to be assisted was the textile industry. The 
year 1930 witnessed a crisis in German economy the like of 
which had never been known before ; and as a consequence, the 
middling and smaller industries came to experience great diffi- 
culties. The demand for industrial mortgage loans was very great 
but only a part could be satisfied. Among the borrowers were 
to be found the most diverse sizes of business and practically 
every branch of industry located in Saxony was represented. 
In the next year (1931) there were numerous applications 
for loans from industrial concerns of various kinds and sizes. 
The Bank found it possible to accommodate several industrial 
and commercial enterprises. The amount of 2,037,000 RM. 
was placed at the disposal of industry and commerce. An 
analysis of the loans granted in the year shows that* : — 

34*7 % of the loans were up to 20,000 gm. 

28*2 % of the loans were from more than 

20.000 gm. up to 50,000 gm. 
18*2% of the loans were from more than 

50.000 gm. up to 100,000 gm. 

18*9% of the loans were above 100,000 gm. 

The prevailing economic crisis, however, prevented further 
development of the Bank’s business. The sale of bonds as 

1 Boaineee Report of the Provincial Mortgage Beak of Saxony for the year 1936. 

* Ibid., for the peer 1037. 

3 Ibid for the year l&to. 

4 JbiYf., far the year 1981. r 
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well as the issue of loans on acceptable terms became difficult* 
The. borrowers of the Bank were also severely affected. 
During 1932 the crisis continued to affect unfavourably the 
transactions of the Bank in many directions. The issue of 
the loans came to a standstill and the insecure economic condi- 
tions of the year did not permit the grant of long-period credit 
to industry. The borrowers of the Bank, the industrialists and 
craftsmen of Saxony, were struggling for their very existence 
during the year. 1 

Inspite of the fact that on account of the crisis, the .export 
trade was paralysed and the industries of Saxony were in great 
difficulties, the situation experienced a turn towards recovery 
in the year 1933. The number of borrowers of the Bank who 
were in trouble became less in 1933 than in the previous year. 
The issue business, however, continued to remain almost at a 
standstill. 2 * It was understood that as soon as the economic 
situation would permit, the Bank would not fail to accommodate 
the industries of Saxony with long-period credit." 

As regards the question whether the financial results of the 
Bank’s policy have been successful, it may be mentioned that its 
loans have in almost every case been well-covered ; and the 
number of defaulting borrowers has never been very great. A 
careful perusal of the annual Business Reports of the Bank from 
1925 to 1933 shows that it has not suffered any loss. Tbia is 
stressed over and over again in almost all the Reports. Even 
during the severe crisis of 1930, the majority of the borrowers 
are found to have punctually fulfilled their obligations and there 
was no loss in any case. 4 During 1931 and 1932 as tbc crisis 
became more and more acute, the borrowers of the Bank began 
to experience greater difficulties but as before there were no 

1 Business Report of the Provincial Mortgage Bank of Saiony fo« lh« jeer IBS*. 

9 for the jeir 1988. 

1 for the year 1981 . 

4 1M., for tha year 1980. 
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losses. This must be due to the general caution with which the 
Bank always distributed its loans. No assistance was ever grant- 
ed to any firm which was badly involved or whose recovery was 
doubtful. For example, many firms subject to very unfavourable 
business conditions which had approached the Bank for assistance 
in 1929 were refused any help. The Directors emphasise in their 
Report that the Bank does not want to leave any doubt that it is 
not a “ welfare institution.” 1 * 3 

Inspite of the most careful selection of borrowers, however, 
it could not be prevented that some of them fell into trouble and 
became defaulters. But the number of delinquents in every year 
was very small ; and because of the very careful valuation of the 
mortgages, the claims of the Bank in almost all cases were satis- 
fied. In 1928, for example, only 6 out of 576 borrowers became 
bankrupt. 3 As the depression deepened, the number of defaulters 
began to increase and it was naturally higher in 1931 than in 
the previous year. The number of compulsory auctions under- 
taken by the Bank was also greater than in the previous year but 
the Directors’ Report emphasises that there was no loss in any 
case.® But with the year 1933, the situation considerably im- 
proved and the number of borrowers in trouble, as already noted, 
was less in 1933 than in 1932. There were in this year (1933) 
compulsory auctions in 14 cases only. 4 

From the preceding discussion, it is clear that the Bank’s 
record is quite a happy one. The institution weathered the 
financial storm very successfully and indeed it is highly creditable 
that it has not suffered any losses, although the crisis severely 
affected its industrial customers. The success with which the 
Bank has generally carried on its operations even in the midst of 
the most severe crisis Germany has ever known amply demon- 
strates the practical value of the development of such institutions. 

1 Business Report or tht Piovincial Mortgage Bank of Saxony to the year 1929. 

< Ibid., for the year 1928. 

3 Ibid*, for the year 1981. 

* Ibid., for the year 1983. 
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As the Directors of the Bank have remarked in its Business 
Reports, Days like those of 1930 are real touchstones for the 
correctness of the views according to which the Bank was 
established/' 1 

The position of the bonds issued and outstanding on the 
31st December, 1933, is indicated in the following table*. 


1. 7% U.S.A. $ Bonds 

2. 6%(8%) GM. Pfandbriefe Serie II 

3. 6*% U.S.A. $ Bonds 

4. 0% U.S.A. $ Bonds 

5. 0% (8%) GM. Pfandbriefe Serie V 

6. 0%(8%) GM. Pfandbriefe Serie VI 

7. 6% (8%) GM. Pfandbriefe Serie VII 

8. 0%(7%) GM. Pfandbriefe Serie VIII 


Out* lauding 
$ 5, 000,000 — $ 1,780.000 

GM. 5.000,000— GM. 3,002,200 
$ 4,000,000— $ 1,553,000 

$ 2,000,000 — f 800,000 
GM. 5,000,000 — GM. 4,150,400 
GM. 0,000,000— (IM. 0,218,800 
GM 3,875.500— GM. 8,572.000 
GM. 7,000,000 — GM. 0,477,800 


IV. The National Economic Hank of Poland 11 

The National Economic Bank, or Bank Gospodnrstwa Kraj- 
owego as it is called, was established in 1924 by virtue of an 
order of the President of the Republic, dated 30th May, 1924, as 
the result of a fusion ot three Polish Stale Credit Institutions, the 
Polish National Bank, the State Bank for Reconstruction and 
the Credit Institution of Galician towns. The capital of tbe 
Bank, as defined by the statutes, may consist of shares held hy tbe 
State Treasury, by the undertakings of the State and of 1 vocal 
Gove rnmen t antborities, by the authorities of Palatinates, coun- 
ties and unions of independent towns, not subordinate to counties 


* Bnaioens Report of tbe Prowncwl Mortgage Bank of Satony. for tbe jeer 1«*». 

* Bachiache LandeapfandbriefanaUlt Bilan* fur den 'flat December. 1088. 

* AO tlw ceceaaarj literature waa aecured from tbe autboritusa of *"• 

Beonomio Bank. Warsaw, with tfao aariatanco of Mr. B. Banaainaki, Conaul for Poland In 
India. 
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and by all undertakings belonging to these local authorities. The 
proportion of the capital to be held by the Treasury and , State 
undertakings may not be less than 60£ } It was originally 
started with a capital of 36,000,000 zlotys. This was subse- 
quently increased to 120,000,000 zlotys in 1927 and again to 
160,000,000 zlotys in 1928. Until now the entire capital of 
the Bank has been owned by the State. It is a State institution 
called into being at a time of crisis in order to reconstruct the 
economic life of Poland ; and its financial sphere of action 
embraces every branch of Polish economic life. 

The authorities of the Bank are the President of the Bank, 
the Administrative Council and the Managing Committee. The 
President is appointed by the President of the Republic on the 
proposal of the Council of Ministers for a term of 5 years. He 
has supreme control over the entire activity of the Bank. The 
Administrative Council consists of the chairman and of nine to 
fifteen members appointed for 3 years. The Minister of Finance 
appoints nine members and the remaining six are appointed by 
Local Government authorities or their Unions according to their 
declarations as to the amounts contributed by them towards the 
capital of the Bank within the limits of their maximum per- 
missible holdings. As the Treasury holds the entire capital, the 
Council at present consists of nine members appointed by the 
Finance Minister only. The functions of the Council consist 
in the general direction of the activities of the Bank and the 
supervision of the work of its executive agencies. The Council is 
empowered to decide on all matters not reserved for the decision 
of the Finance Minister. The ultimate control of the Bank is 
vested in him ; and he has the right to appoint a Government 
Commissioner to represent him.® It iR the duty of the Commissioner 
to participate in the meetings of the Administrative Council 
in an advisory capacity, to check the regularity of the activities 

1 Charter of the National Eoonomic Bank, Art. 4. Waraaw, 1980. 

* Ibid., Art. 20. 
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of the Bank in respect of long-term credits and to control the 
issues of mortgage bonds and debentures to the limits laid 
down by the laws . 1 The Managing Committee is made up of 
one General Manager, two Assistant General Managers and 
Managers. They are all elected by the Council and approved 
by the Finance Minister. The Managing Committee conducts 
all the business of the Bank, represents the Bank in its dealings 
with third parties and administers its property.* The members 
of the Managing Committee may attend the meetings of the 
Administrative Council in a consultative capacity.* Besides these 
authorities, there are three auxiliary agencies of the Bank, pi*., 
the Auditing Committee, the Discount Committees at the Head 
and Branch offices and the Committee for matters relating to 
autonomous authorities and Savings Banks.* 

The basic function of the National Economic Bank is the 
provision of long-term credits. The various kinds of long-term 
credits that the Bank is empowered to grant are mortgage, com- 
munal, railway and industrial loanB, repayable in instalments or 
in one payment, in mortgage bonds or debentures or in cash. 
Mortgage bond loans are chiefly granted on land estates, urban 
immovable properties and for the conversion of cash building 
loans. Communal loans are granted against communal deben- 
tures to State and Local Government authorities, water boards 
and public legal institutions having the right to levy taxes. 
Railway lo an s are given by means of railway debentures to State 
and Local Government authorities and their Lnions, towns and 
private railway undertakings against the security of a mortgage 
on their railways. Industrial loans are given by means of 
bank debentures. These bonds and debentures may be placed 
both at home and abroad and may be made out in zlotys, gold 

i Statute* of the National Economic Bank, Para. 102. Th. Mouttaietieo of the 
Cooimiaaiooer is paid from the funde of the Bank. 

* Statu tea of the National Economic Bank. Para. SB- 

1 Ibid., Pan. 91. 

* Ibid., Para. 98.97. 
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or foreign currencies. They carry a guarantee of the Treasury of 
the Republic of Poland. The mortgage bonds are guaranteed to 
an unlimited extent, communal debentures up to 500 million 
gold zlotys, railway debentures up to 20 million and bank deben- 
tures placed in foreign markets up to 100 million. 1 The duty of 
the Bank consists further in the promotion of financial institu- 
tions, founded by Local Government authorities (Savings and 
Communal banks), the fostering of building activity and the re- 
construction of the devastated areas of Poland. 8 Although the 
main object of its activities is the provision of long-term credit, 
they are not confined to it exclusively but comprise the granting 
of short and middle-term credits as well. Besides, the Bank 
conducts every description of banking business, having special 
regard to the needs of State and State undertakings and Local 
Government authorities and their undertakings. It accepts 
deposits on cheque and current accounts and on Savings books ; 
it discounts bills of exchange and grants fixed loans and credits 
on current accounts on various kinds of securities, purchases and 
sells bills of exchange, issues drafts and accepts deposits of 
securities, documents and jewels. 8 

The net profits of the Bank are to be divided as follows : — 

(1) Special reserve funds are to be created out of 35% of 
the net profits for the purpose of securing the mortgage bonds 
and debentures issued by the Bank in proportion to the respec- 
tive issues ; 

(2) another reserve fund from 40% of the net profits to 
be equally divided among the various branches of the Bank ; 

(3) and the remaining 25£ is to be distributed among 
the Government and local authorities in proportion to their 
share holdings. 4 

1 Decree* of the President of the Bepnblio, dated 17th September, 1936 and 30^ 
December, 1934. 

9 Oh&rter of the National Economic Bank, Arts. 5.8 ; Statutes of the Bank, Pares. 5, ;4< 
18, 80, 48 and 60. 

* Statutes of the National Economic Bank. Para. 68, 

« Ibid., Para. 74. 
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The sources of funds for the operation of the Bank are 
four-fold : — 

(1) The Bank’s own capital and reserves, 

(2) the proceeds of the. bond and debenture issues, 

(3) deposits and 

(4) Treasury funds. 

The long-term credits are mainly based on the mortgage bonds 
and debentures ; while the short-term credits are based upon the 
deposits accepted by the Bank. It receives deposits both from 
public and private institutions as well as individuals. They are 
made up of sight (cheque and current account) and savings 
deposits, as well as term-deposits. Besides deposits, the Bank 
administers a large volume of Treasury funds which are destined 
for various purposes. These funds comprise mainly the State 
Building Fund from which loans are advanced at a low rate 
of interest for the construction of dwelling houses. The credits 
furnished from the Treasury fund assume chiefly the “.lure of 
medium and long-term credits slid only partially th»t of short- 

term credits. 

As already noted, the activities of the National Economic 

Bank extend to every sphere of the country's '! e m J"“ 

are interested only in its relations to industry and we shall confln 
oor attention exclusively to its activ, tics » that j^e- «- 
operations in the mortgage, railway, ^ a 

reconstruction branches are no tjt , he strict limits of 

review of these activities does not detailed survey 

onr stud,. We shall therefore *>*?£?£* iattnarf Z 
only of its industrial financing « , ter ft r8 t, it* rela* 

Bank towards industry are of a two- o ( c ’ the g^ and 

tions towards industrial enterprises eon t industrial 

the Bank itself and secondly, its I f U0M “ Swings, the 
undertakings. As regard, flnancta, 

duty of the Bank consists in placing 

46— 1888B 
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footing, maintaining at the same time their commercial 
character. The assistance granted to these undertakings takes 
the form of (1) provision of initial capital, (2) granting of work- 
ing capital, (3) and allocation of investment funds, when re- 
quired, 'in the shape of long-term mortgage credits in bank 
debentures. Apart from this, the Bank is particularly interested 
in the rationalisation of industrial concerns and the concentration 
of their production. 1 Financial assistance granted to private 
industry by the Bank has also been expressed in the same three 
forms. Industrial credits granted by the Bank are thus both 
long- and short-term. The former are granted either in the form 
of debenture loans or cash loans. The latter which are for 
working capital purposes take the shape of discount, time or 
goods credits and of over-drafts on current account. 

The right to participate in industrial undertakings was 
conferred upon the Bank by Art. 11 of its charter. The pro- 
visions of this Article empowered the Bank to establish, to 
conduct or to act as intermediary in the formation of undertak- 
ings, provided that they were the property of the State, Local 
Government authorities, corporations having the power to levy 
taxes for their own requirements as well as of private concerns, 
the establishment or holdings of shares in which were deemed 
necessary by the Minister of Finance in conjunction with the 
Ministers concerned. 

The activities of the National Economic Bank in respect of 
the provision of industrial loans have been directed, ever since its 
establishment, chiefly towards the financial assistance of indus- 
trial undertakings which are of economic importance to the 
country as a whole, and to those economic organisations in the 
existence and development of which the Government had a special 


* The Actkiif of the National Economic Bank in its relation to the economic eituatm •* 
Poland in 1927. Export of Dr. Roman Gorecki, Chairman of the Bonk, at the Drew C*' 
tonne* hold on 94th Fobruory, 1988, p. 92. 
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interest* Hence the enterprises which have enjoyed pr imar y 
consideration in the matter of financial assistance are those 
nected with the chemical, metallurgical and electrical industries. 
Owing to the conditions under which the economic life of Poland 
developed during the first years of the existence of the Bank, it 
could not confine its activities exclusively to satisfying the finsn- 
dal requirements of State undertakings. During the inflation 
period and the subsequent prolonged depression, numerous private 
industrial undertakings badly suffered from lack of credit facilities. 
Unable to obtain financial accommodation from the ordinary 
channels, they were compelled to seek assistance from outside. The 
supply of foreign capital available, however was too inadequate 
to satisfy their requirements and hence it became necessary for 
them to invoke the assistance of the State. The National Econo- 
mic Bank, being the institution specially called into being to 
carry out the Government’s intentions regarding the recon- 
struction of the economic life of the country, had to take upon 
itself the task of providing finance for these struggling industries. 
Long-term cash credits were liberally granted to numerous under- 
takings during this period so as to help them to pull themselves 
out of the economic morass . 1 

On the termination of the crisis, again, these began to 
require large volumes of permanent capital to carry on costly 
schemes for developing, modernising and re-equipping their facto* 
ries to keep themselves abreast of the times and to adapt their 
production to the increasing requirements and altered demands of 
the market. They had to make fresh issues of share capital. 
But as most of them were unable to obtain the necessary funds 
from the investing public, they sought again the assistance of the 
Bank. Accordingly the Bank bad to take over large parcels of 
shares to retain them in its portfolio until the industries con- 
cerned were a bl e to obtain sufficient financial assistance from the 

» Bapert of tba Director*. National Eofloomie Bank, for tba fiannM jr**» ,WT * 

1 », p. SB. 
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public. Under the circumstances the holdings of the Bank in 
industrial undertakings have not been insignificant. 1 

Applications from industrial concerns for long-term credits 
in the form of bank debentures are subjected to the closest scru- 
tiny as ‘regards their financial and technical soundness. No 
assistance is ever granted to schemes, the object of which is to 
bolster up enterprises of an unsound character. Finance is 
always readily granted wherever a particular tendency towards 
concentration is noticeable. Before granting any long-term credit 
in this form, the Bank in each case takes the opinion of the rele- 
vant Trade Association and also obtains the view of the compe- 
tent Chamber of Commerce. Such expressions of opinion, though 
naturally not binding on the decision of the Bank, materially 
assist it in judging whether the credit granted will be employed 
for production purposes.* 

The general principles to be followed for the granting of 
long-term industrial loans against bank debentures are laid 
down in Paras. 50-60 of the statutes. Such loans may be granted 
on industrial properties, sea and river-going vessels and factory 
buildings provided they can be easily converted into dwelling 
houses or for the use of such industry as has in the opinion of 
the experts definite prospects for development in that district. 
The amount of loan should not exceed half of the appraised 
value of the land, two-fifths of that of the buildings and one- 
third of that of the plant definitely required for the running of 
the industrial undertaking and permanently attached to the real 
property. If water-power forms a portion of the industrial real 
property, a loan may be granted up to one-third of its estimated 
value. But theatres, mines and quarries will not serve as a 
guarantee for a loan in debentures. The assessment of the value 
of buildings and permanent factory equipment will be done on tbe 
basis of their actual value after making allowances for any possible 

1 Report of tbe Directore, National Economic Bank, for tbe financial year i&-'> 
Warsaw* 1929* pp. 81-99. ^ 

* Export of Dr. Homan Gorecki, Chairman of the Bank, at the Press Conference 

on the 24th February, 1928, Warsaw. 
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depreciation in case of the liquidation of the industrial under- 
taking. 1 Industrial loans are to be secured by n mortgage on the 
property on which the undertaking is situated and to increase the 
security may be further secured on other real properties." 

The Bank may issue bank debentures on the basis and up to 
the amount of industrial loans granted. It may also issue such 
debentures secured by mortgage bonds and debentures issued by 
Polish long-term credit institutions and for Local Government 
authorities which bear the guarantee of the State. These bank 
debentures are issued to bearer with a guarantee of the repay- 
ment of interest and capital on the conditions set forth in them. 
The total of the debentures in circulation is not to exceed the 
total amount of industrial obligations held by the Bank at the 
same time." 

The mortgages on industrial real estate, designated for the 
securing of loans granted in bank debentures, constitute a 
separate portion of the assets of the Institution, set aside to 
secure the rights of the holders of both future and past issues of 
debentures. 4 The payment of capital and interest to the deben- 
ture holders is guaranteed not only by the industrial obligations 
that the Bank may hold but by its entire assets. To ensure the 
regular payment of the half-yearly coupons on the debentures, 
a special reserve fund is built up, which is made up of the 
following" : — 

(1) Registration fees paid at the time of receiving an 
industrial loan from the Bank amounting to \% of its nominal 
value ; 

(2) Profits from purchase of debentures for cancellation ; 

(3) Special Reserve Fund for industrial and other loans set 
aside from the net profits ; 

* Statute* of tbo Nation*! Economic Bank, Par*. «• 

* Ibid., Para. 59. 

* Ibid., Para. 15. 

4 Ibid., Pm. lfl. 

* Ibid., Par*. 17. 
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(4) Profits obtained from lapsed coupons and drawn 
debentures. 

The rate of interest payable on the debentures is to be 
always equal to that of the loans, on the basis of which the 
respective debentures have been issued. The borrowed funds 
may be repaid to the Bank either in instalments as fixed by an 
amortisation scheme or in one single payment. All such repay- 
ments should be credited to the sinking fund for the redemption 
of the debentures, which must be drawn by lot and repaid at par. 1 
The debtor may repay the loan either partially or in full before 
the fixed term, provided that the partial repayment is equal to 
one or more of the instalments due from him and that he gives 
notice of his intention to do so at least six months before the 
next instalment falls due. 9 

The borrowers have to pay the stipulated instalments con- 
stituting payments of interest and capital in advance at the fixed 
dates and besides a supplementary charge as contribution to the 
expenses of administration. The rate of interest payable on the 
loans and the amount to be paid for administrative charges will be 
fixed by the Administrative Council, subject to the confirmation 
of the Minister of Finance. 8 They have to insure the industrial 
properties, on the security of which they receive a loan from the 
Bank, against fire,, with an institution designated by the Minister 
of Finance. Any sums payable to the insurer under the policy 
must not be paid without the Bank’s permission. 4 

The Bank has the right to suspend the payment of the loan 
if the applicant dies or becomes bankrupt or if he fails to apply 
for the loan within 30 days from the date of the receipt of a 
notification that the loan is ready to be paid over to him, or if an 
execution is levied on the property on which the loan has been 
granted.* 

1 Para. 16 of the Statute* of the National Bcomomie Bank. 
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It was during 1927 that the National Economic Bank exer- 
cised for the first time the right to float loans in the form of 
bank debentures for the financing of industrial undertakings. 
Tbe issues were made subject to the following regulations : the 
interest was fixed at %, the redemption period at 18J years, 
and the minimum amount of a loan at 300, 0M si. and subse- 
quently at 100,000 zl. These loans were primarily intended for 
assisting State enterprises or concerns in which the State was 
interested, but might also be granted to private industry. 
During the year six such loans were issued, totalling 
12,692,000 zl. 

Ever since the establishment of the Bank, it has displayed 
considerable financial activity in relation to State enterprises ; 
and in recent times has played an important part in the rational- 
isation of their production. These enterprises may be defined 
to be those of which the State is the sole owner, or in which the 
State holds the major portion of tbe share capital, or which are 
of general importance to the State. One of the most important 
State enterprises to be financially assisted by tbe Bank was the 
Ursus Engineering Company, the first Polish firm to manu- 
facture motor cars. In 1927 tbe Bank helped it to increase 
its capital to 15 million zl. and took up practically the whole of 
the new issue of 892,500 shares of 15 zl. each. It now came to 
own 89' 61^ of the issued capital of the Company. In addition, 
the Bank promised at the end of 1927 to grant it a long-term 
loan of 4,130,000 zl. in tbe form of bank debentures. Besides 
the Ursus, the Bank participated during tbe same year in tbe 
share capital of the Propeller, Wood and Metal Works to tbe 
extent of 55'55% and made arrangements to grant the Stara- 
chowice Mining Company a long-term mortgage credit of 17 
million zl. The chemical industry also received valuable finan- 
cial assistance from the Bank. The Azot Company J*™™* 
not only received a debenture loan amounting to , * • 

but the bulk of their new issue of shares was also taken over by 
the Bank, which now came to hold 66*81% of tbe entire issued 
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capital. Another concern, the Chemical Industry in Poland 
(the Prezemysl Chemiczny W. Polsce) was assisted to increase 
its share capital by 1,200,000 zl., the Bank promising to take up 
the greater portion of the new issue. The “ Tesp ” Potassium 
Salt Company, a concern engaged in the production of synthetic 
manures, also received considerable credits from the Bank for 
investment purposes. 1 * 

As regards long-term credits for private industrial under- 
takings, these were furnished in the form of cash loans and were 
chiefly intended for those concerns which had fallen into 
difficulties owing to the adverse economic position but had 
reasonable prospects of success. The following concerns were 
the principal recipients of such financial assistance from the 
Bank : — 

(1) The Prezeworsk Company of Prezeworsk — 5,600,000 zl. 
to meet its pressing engagements and also to start a sugar mill 
at Horodenca. 

(2) The Grodek Pomeranian Electricity Supply Company at 
Torun — 1,500,000 zl. for constructing a power line to Gdynia. 

(3) The National Drainage Company — 18,000 shares each 
worth 10 zl. 

(4) The Polish Sea-Fishermen’s Co-operative Union of 
Gydnia — 200 shares valued at 10,000 zl. 

(5) The Danziger Tabak Monopol A. G. — 6 ' 5 % of its share 
capital. 

Besides these companies, the Bank extended its assistance 
to the medium Polish Upper Silesian industries which were in 
great difficulties owing to foreign competition. The Katwoice 
branch of the Bank was authorised to grant to these undertakings 
an aggregate amount of 500,000 zl. to be secured by mortgages 
and repayable after two years. 3 

l Report of the Board of Directors for the financial year 1027 (Warsaw, 19881. 
pp. 29-80. 

* Report of the Board of Directors, National Economic Bank, for the financial J ,tr 

1927 (Warsaw, 1998), pp. 36-86. 
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The year 1928 witnessed a great development of the long- 
term sinking fund credits business. Of these again the granting 
of credits for industry and for building, rather than on mort- 
gages of real estate, engaged the foremost attention of the Bank. 
During the year 17 industrial loans were accorded through the 
medium of bank debentures totalling 17,155,000 zl. Applications 
for such loans received by the end of the year amounted to a 
quarter of a milliard zl. But owing to the shortage of funds, 
the granting of such credits was restricted only to those under* 
takings which showed a promise of useful development* from the 
point of view of the interests of the State and of the economic 
life of Poland. Great care was devoted to the examination of 
the technical and financial standing of the concerns applying for 
aid ; and applications amounting to 90 million zl. had to be re- 
jected as these were not in a position to fulfil the. conditions 
required by the Bank. 

During the year the Bank participated to a considerable 
extent in the reconstruction of industrial enterprises and as a 
result its holdings in them increased substantially. The 
following figures indicate the remarkable growth of the Hank s 
holdings in industrial undertakings during 19*25-1928 1 : 


In Zlote (000 omitted) 

1926 1027 

5,784 20,118 


As regards these holdings, they consisted generally of paid-up 
shares in artificial manure and chemical works, in the ,neta ” u *' 
gical industry and in the other enterprises in which the State 
had an interest for political or economic reasons. 


1886 

1,007 


1 Deport at the Board of Director*, N*tion*l 
IMS (Won**, 1998), p. S8. 
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Among the industrial concerns in which the Batik was 
directly interested in 1928 t the following may be mentioned : — 

1. The Tesp Potassium Salt Company. 

2. The Chemical Industry of Poland. 

S. . The Azote Company, Ltd. 

4. The Grodzisk Chemical Works. 

5. The Associatian of Polish Mechanics from America. 

6. The Polish Accumulator Company. 

7. The Pioneer Tool Works, Ltd. 

8. The Starachowice Mining Company. 

9. The National Amelioration Company. 

10. The Ursus Engineering Company. 

11. The Propeller, Wood and Metal Works (manufacturing 

wood and metal aeroplane propellers). 

12. The Danzig Tobacco Monopoly. 

State enterprises were furnished long-term cash credits to the 
extent of 9,939,000 zl., of which the greater portion went to the 
Tesp Potassium Salt Company, the Chemical Industry of Poland 
and the Starachowice Mining Company. As regards private in- 
dustry, the Bank in accordance with its new programme of activity 
decided to withdraw gradually from industrial credits business. 
Hence during the year there was only a nominal increase in this 
class of credits. The principal recipients of long-term cash 
credits were the distilleries which were accorded 12,400,000 zl. 
The textile, paper and timber industries also received cash loans 
of 3,023,000 zl., 2,188,000 zl., and 2,560,000 zl. respectively. 1 

In 1929 the participations of the Bank in industrial con- 
cerns did not show any marked variations. The holdings of 
founders' shares in the different enterprises were only increased 
by the taking up of shares worth 1,000,000 zl. of the Jarot 
Timber Products Company. 

Among the industrial interests of the Bank, the textile, 
chemical and metallurgical groups encountered great difficulties 

1 Report of the Board of Director*, National Economic Bank, for the financial jm* 
109S (Wanaw, 1999), p. 88 
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in effecting sales owing to the prevailing economic crisis and 
had to seek financial assistance from the Bank. The assistance 
was granted to an adequate extent in every case. The Bank 
also played a part in the reduction of their overhead charges and 
rationalisation of their processes of production.' 

There was only one industrial loan against delientures 
amounting to 6,800,000 zl. a This particular type of loan could 
not be developed for various reasons. In the lirst place, the 
conditions prevailing in the money market were very unfavour- 


able for the placing of debentures. Greater caution was also 
exercised in the granting of this kind of loan. The majority of 
undertakings which applied for this form of assistance were 
not in a position to fulfil the essential conditions imposed by 


the Bank. The financial position of a large number of them 
was so unsatisfactory that radical reorganisation was urgently 
called for. Hence the number of applications which had to be 
rejected after a preliminary examination was very great. 

As regards long-term cash credits. State undertakings 
received 3,593,000 zl., while private industry was furnished 
966,000 zl. only.® 

During 1930 the National Economic Bank accorded three 
industrial loans totalling 1,820,000 zl. in bank debentures. 

The Bank had decided in 1928 to withdraw from the field 
of industrial credits under its new programme of activity, leaving 
this aspect of the credit situation to the ever-widening field of 
the private banks ; and since 1929 the Bank has been following 
the policy of gradually reducing its commitments in associated 
industrial undertakings as well as of not increasing its interest 
in outside undertakings. An order of the President of the 
Republic*, dated 3rd December, 1930, cancelled Art. 11 of its 


* 


* tent of the B oar d of Director*, N*tion*l Economic B*nk, ter Ibcfinwwi* |W 

1KB (Warsaw, I960), p. 83. 

* JWd., p.80. 

* 40. 
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charter , which gave it the right of industrial participation. 1 * * * 
In the same year the entire holdings of the Bank in 
the Ursus Engineering Works were made over to the State 
Engineering Works. In addition to this, the book values of 
many shares and participations were written off and hence the 
balance-sheet item “ shares and participations ” dropped from 
47,293,000 zl. on 31st December, 1929, to 33,753,263 zl. on 31st 
December, 1930, which were distributed as follows 8 


1. Potassium Salt Exploitation Company 

2. British and Polish Trade Bank 

3. Danzig Tobacco Monopoly ... 

4. Bank of Poland 

5. Bank of Danzig 

6. Other Securities 


Zl. 

17,923,19150 

7,157,950 

2,142,035-78 

382,695 

6,147,352-90 

88 


Zl. 33,753,263-24 

In accordance with the new policy of the Bank long-term 
cash credits for associated undertakings and private industry were 
considerably reduced. The former received 2,000 zl. and the 
latter 879,000 zl. only as such loans. The State undertakings 
were granted long-term cash credits to the extent of 30,000 ; 000 
zl.' 

In the course of 1931, three loans in 1 \% bank debentures 
amounting to 1,620,000 zl., which had been authorised in the 
previous year, were paid out. But no fresh loans were 
authorised and no commitments were carried over for fulfilment 
in the next year. The greatest share of the industrial loans 
granted up to 31st December, 1931, fell to the mining, smelting 
and metallurgical industries (44*8% of the total) and the sugar 


1 Report of the Boerd of Director!, National Economic Bank, for the year 1088 (War*** 1 

1980), p. 48. 

* Ibid,, for the jeer 1980 (Warsaw, 1981), p« 46. 

* Balance-sheet of the National Economic Bank for the year 1960. 
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industry (20*5%). The textile, chemical, ceramic and mineral 
industries received smaller shares. 1 * * 

Long-term cash credits furnished to associated undertakings 
and private industry were smaller as in tlie preceding year.* 
The former received 394,0(00 zl., and the latter only 5(53,000 zl. 
State undertakings received 31,040,000 zl. 

The policy adopted in previous years, of reducing its interests 
in industrial undertakings, was continued by the Bank during 
1931 and it sold its holdings in the Polish Accumulator Company 
and the Machine Tool Factory “ Pioneer.” Its participations 
and shares decreased by 2*4 million zl. to 31*3 million zl. * 

During 1932 the long-term cash loans to State enterprises 
amounted to 30,365,000 zl. Enterprises associated with the 
Bank received no other credits except small short-term commer- 
cial credits. As in previous years, the Bank continued its policy 
of reducing its interests in industrial enterprises. The indebted, 
ness of private industry in respect of long-term cash loana was 
only 586,000 zl. 4 The holdings of participations and shares, 
during 1932, comprised the following items 4 : — 


Zl. 

1. Potassium Salt Exploitation Coy 18,229,106*66 

2. British and Polish Trade Bank ... 7,060,865 

3. Bank of Danzig ... ••• 4, 396,543*84 

4. Bank of Poland ... ••• 1,698,938*80 

5. Danzig Tobacco Monopoly... ••• 1,425,338 98 

6. Other Securities ... ••• 


Zl. 32,816,872*28 


1 Report of the National Economic Bank, for the year 198! (Wanaw. M2). 

* Us granting of credit* to aaaoeiated enterprise* waa rwtrirted to eineptioB 
parttcolar^ (how eaterpriaea which wen of importance to the State- 

* Ba!anoe*ehaet of the N. E. B. for the year 1981. 

* Report «f the Board of Director*. K. E. B. for the year U 88 ««>» «* «• 

p. 49 and p. 68. 

* Balance chart of tha N. B. B. oo the Met December, MW. 
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The increase of 1*5 million zl. was entirely in Bank of Poland 
shares. 

In determining the total indebtedness of industry to the 
National Economic Bank we have to take into account not 
simply the cash loans (long- and short-term) for private industry 
but also the loans in bank debentures, cash loans for State and 
associated enterprises, as well as a great portion of the loans in 
communal debentures granted to Local Government enterprises. 
Computed on these lines the total amount of industrial credits 
advanced by the Bank every year is found to be considerable, as is 
evident from the figures available for the years 1931 and 1932. 
In the former year the cash loans for private industry (including 
those from Treasury funds administered by the Bank) amounted 
to 143*9 million zl. To these should be added almost all the cash 
loans to State and associated enterprises amounting to 114"2 
million zl., the loans in bank debentures amounting to 25*2 million 
zl. and a great portion of the 153*3 million zl. loans in communal 
debentures granted to various Local Government enterprises. The 
total amount of industrial credits thus amounted to 400 million zl. 
during the year. 1 Similarly in 1932 the cash loans to private 
industry amounted to 119*4 million zl. Besides, almost all the 
loans in bank debentures totalling 24*3 million zl., the majority 
of the loans in communal debentures amounting to 153*3 million 
zl. and 80 million zl. of the credits advanced to State and asso- 
ciated enterprises were for industrial purposes. As a result, the 
total share of industry in the credits granted by the National 
Economic Bank amounted, at the close of the year 1932, to 380 
million zl. 

The rdle of the National Economic Bank in relation to 
industry, though defined to be rather of a subsidiary nature, 2 is 
thus found to be not at all insignificant. It did not completely 
abandon its activities in the industrial sphere even after the 

1 Report of the Boerd of Diieeton, National Eoonoario Bank, for the financial 
1981, p. 47. 

* Export of Dr. Roman Goreoki at the Pnea Conform oe, op. cit., p. 87. 
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Presidential -order of 1930. Financial assistance rendered to 
industry by tbe Bank in the form of debenture loans and of 
short- and long-term credits continued to be quite consider- 
able. In those cases specially where private banks were not 
able to meet adequately the requirements of industry and in 
the case of the heavy metallurgical and metal industry, the heavy 
chemical and other large industries, employing modern equip- 
ment, the Bank rendered in recent years useful assistance by 
providing long-term sinking fund credits in the form of hank 
debentures. As regards the long-term cash loans, those that were 
granted to industry during the economic crisis of 19*2-1, 19*25 and 
the beginning of 1926 were no doubt being gradually paid off, but 
owing to the general shortage of capital in the country, the Hank 
would probably continue to provide medium-term, if not very long- 
term credits, for some time to come. Besides, it played a very 
useful part in industrial rationalisation and concentration of 
production. The financial policy of the Bank in respect of 
industry was in recent years guided mainly by the principle of 
rationalisation and it always endeavoured to promote sound and 
far-sighted schemes of industrial reorganisation. 

In concluding our review of tbe activities of the National 
Economic Bank it will be interesting to know bow far the indus- 
trial loan policy of the institution was attended with success. 
In examining this question we should bear in mind the repurcus- 
sions of the world- wide economic crisis on every branch of Polish 
industry. Considering the acuteness of the economic depression, 
it is satisfactory to note that on the whole payments of instal- 
ments of industrial loans were not very unsatisfactory. In 1929 
the payments of instalments were on the whole quite satisfactory 
and only one case was referred to Court. Owing to the further 
aggravation of the economic crisis, however, payments of instal- 
ments slowed down slightly in 1931 and 1932. Reference had to 
be made to Court and the properties of debtors bad to be sold in a 
few cases. To safeguard its funds tbe Bank was also obliged to 
buy in Borne cases. But in all cases deserving consideration, the 
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Bulk waived aside its right to foreclose in the event of arrears 
and generally prolonged the periods of repayments. On the basis 
of the Law of the 20th December, 1932, the Bank granted far- 
reaching facilities to its debtors. The interest charged on indus- 
trial loans was reduced to 5*5 % per annum, beginning from the 
second half-yearly instalments failing due in 1932, and the maxi- 
mum period of redemption for industrial loans was fixed at 20 
years. 



CHAPTER XI 


Future op Industrial Finance in India : 
An Industrial Mortgage Bank for India 


The analysis made in a previous chapter * dearly revealed 
that the defects and deficiencies of long-term industrial finance in 
India chiefly related to the lack of financial facilities during 
the development period and for extension, reorganisation and 
modernisation. The most serious gap existing in the financial 
machinery of the country was shown to consist in the entire 
absence of any suitable organisation for furnishing long-term loans 
to industries on the security of their fixed assets. Tlie system of 
managing agency, which has played a very important part in the 
financing of industries in the country, has no doubt catered for 
these particular financial needs of Indian industries to some 
extent. But as already noted, the system has undergone consi- 
derable degeneration in recent years. The modern managing 
agents have not been able to keep up the traditions of the system 
and have seldom possessed the attributes which ma e t e sys m 
so useful in the past. Besides, the managing agency system 
of financing isopen to some grave defects. I nder »e cir- 
cumstances the future development of industrial finance 
does not lie there but should be soughwn the 
a specie! machioery for providing the particular ^ype 
finance, of which Indian industry stands ,n urgent j*d. 

-The question of est.bh.bieg 
the problem of industrial finance in India 


- CakvIlQ Rtriitr, Msy ^uoe 0 )9Sd. 

« Published in the form of an article o the Cal u 

* Chapter V # supra <pp. 122-26). 

* See Chapter VI, supra (pp- 161*6®)* 
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country for a long time. The necessity of set ting up s uch an 
institution was stressed by the Industrial Conimission M well 
as tfie Central Banking Enquiry Committee. But no action 
except a half-hearted attempt in one or two provinces has yet 
been taken on their recommendations : their reports are resting 
in oblivion among the dust and cobwebs of the upper shelves 
of the Secretariat. In the recent times, as has been shown in the 
preceding chapter, the question of establishing suitable machi- 
neries for the long-term financing of industries has engaged 
considerable attention in several countries. Whenever it has 
been found that industries are unable to satisfy their long-term 
financial needs from the existing sources, the desirability of filling 
the gap in the financial machinery by establishing a special 
organisation has been strongly recognised. When attempts are 
being made elesewhere to set up machineries specially designed 
for providing long-term industrial finance, it is highly desirable 
that India should not lag behind. Her need for such an 
organisation is no less great than that of any other country. 

Now the question is, what sh ould be th e mo del on w hich the 
future Indian institution will be framed ? The task of choosing 
a model is not at all an easy matter and a great deal of the 
successful working of the organisation will depend upon the 
proper choice. In the last 15 or 16 years, during which Indian 
economists and publicists have been toying with the idea of 
specialist institutions for financing Indian industries, a variety of 
suggestions has naturally been made. But most of these sugges- 
tions have not been theoretically sound and have failed to appre- 
ciate correctly the functions and purposes of such a special type 
of institution, while others have had little practical value. The 
I pdian In dustrial Commission which favoured the establishment 
of an institution modelled on the lines of the Indu striaL JBaph of 
Japan desired to confine the larger portion of its industri al busi- 
£neias to the provision of working capital only. In this they failed 
to realise that the restriction of the busiftess of such an organi- 
sation to the supply of only short-term working capital to 
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(industry would defeat the very purpose for which it would be 
started. The problem of long-term industrial finance which » 
more complex and more acute would not l>e solved thereby. 
The attitude of the Industrial Commission entirely miscon- 
ceives the nature and functions of specialist institutions designed 
for financing industry. Wherever such organisations have been? 
set up, their object has primarily been the provision of long- and/ 
medium-term financial facilities tor industry. The Indian 
tral Banking Enquiry Committee threw out a suggestion for 
the formation of Provincial Industrial Corporations but they did 
not develop the idea and details were not filled in. 

The Industrial Bank of Japan has hitherto been the only 
model before India. Whenever a pattern has l»een sought for the 
future Indian institution, Commissions, Committees and 
economists have invariably turned to Japan. Even the “ Foreign 
Banking Experts ” who were invited to assist the deliberations of 
the Indian Central Banking Enquiry Committee believed that 
Japan was the only country where a specialist institution speci- 
fically designed for financing industries existed.' 

A careful study of the structure and operations of the 
Japanese institution, however, has moved us to reject the 
Japanese model for India. The loans furnished by the Bank 
arenotlruly long-term and there is no statutory provision for 
amortisa^on , exceptTfor ship mortgage loans. An institution 
furnishing' such type of industrial loaiiB will not fulfil the real 
need in India for long-term industrial finance. Besides, it has 
combined issue business with industrial mortgage banking and 
? has further add ed^ to it ordinary commercial banking- Such nj 
mixture of various kinds of banking functions is not desirable. 

The Japanese Bank, though a singular instance of a special 
institution for financing industry in the pre-war days, is not to- 
day the one and only institution engaged in long-term hnancmg 
of industry. In seeking a model for India, therefore, we o 

1 Report of the Indian Central Banking Enquiry Cowntitlce, Vol. 1, F,M l > p ' 6 *‘ 
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no longer turn to Japan alone. During the post-war years, in a 
number of European countries, it has been seen, a new machi- 
nery has been evolved for satisfying the long-term financial needs 
of industry. Industrial mortgage banking bas been a very use- 
ful and interesti ng ex perim ent in i nd ustrial fi nding attempted 
by these European countries. A considerable measure of success 
has already been achieved there and the. same experiment may very 
profitably be made in India. An organisation closely modelled on 
Jfthe lines of these post-war industrial mortgage banks in Europe 
will be eminently suitable for the financing of industries in India. 
The main business of the Institution will be, as with its 
European confreres, the granting of long-term amortisation loans 
to industry against the mortgage of industrial real estate, land, 
factory b u ildi ngs, machinery and plant, the necessary funds for 
its operation being obtained by issuing industrial mortgage bonds 
in addition to its own share capital. 

All-India or Provincial Basis : 

In recommending the establishment of a specialised mort- 
gage _bank for furnishing Indian industries with long-dated 
""capital, the most important question that has to be decided is 
whether the proposed Institution should be founded on an All- 
; India or Provincial basis. The majority of the Indian C entra] 

■ Banking Enquiry Committee decided in favour of the establish- 
ment of Provincial Institatipns. ^ Their decision, in this connec- 
tion, appears to be reinforced by the recommendations of a 
number of Provincial Banking Enquiry Committees for setting 
up " industrial banks ” on purely provincial lines. The most 
important single consideration that impressed them in favour of 
a Provincial Institution instead of an All-India one wa s the 
anxiety to safeguard praying A persistent fear seems 

to have haunted not only the Provincial Committees but also 
the Central Committee that in the event of a Central Institution 
being established, the particular interests of the provinces 
would be neglected. A national centralised Institute could 
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never be expected to possess the detailed knowledge of local 
conditions which the lending of mortgage loans requires. 
Independent provincial institutions, it was believed, would be 
much more useful in this direction than the Central Bank 
working through its branches and agencies. Only a Provincial 
Institution would be able to take proper care of provincial needs 
and aspirations . 1 We have, however, carefully considered all 
the arguments that have been adduced in favour of provincial 
institutions, and we are inclined to believe that the balance of 
adyantog&iies^ill in favour of the Central Institution. 

/ The main function of the proposed Institute will be tlie 
Waning of i ndustrial m ortgage, Jbonds. Now there are three 
essential elements in the mortgage bond : ageuntjr, marketability 
and yield. A Central Bond Issuing Institute is calculated to ^ 
proffiote the marketability and improve the security of the bondo)_ 
decidedly in a greater degree than a Provincial Institute. 
As regards marketability, it is clear that the bonds of the 
Central Institute, commanding an enormous amount of capital, 
having a well-known directorate and issuing a large number of 
these bonds, secured by a diversified parcel of properties all over 
the country, will provide a greater appeal to the ’^es ing 
public than the local small issue of a Provincial 
'Such bonds will be sold both at home and abroad. * 

torecpondquickly and caeily to a number ol separata tarn 


| issui^Jnatitutiona. * The , . t _. v i* required 

al ! tbe enormous un ^ foreignV 

forfinancing-the various mdnrtra h , ^ J\ n Mlim . tbc 

capital market shall. .. .have to be *.» better 

neoewary funds. The large »*'«“*' confidence than the 
known and will command a muc g is uuite 


home market is not sufficiently 


sm allsr provincial institutions. 


The foreign investor is quite 


* Report of the Indian Centre! B * nkinB K “ q “'^ ^J n, ^Ikiiig Eoq»>«7 ° 

* toZs'Ums rcrlh Foreign Experts-^™ Cwt "' 

Vol. IV, p. 961. 
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^likely to be interested in a national issue secured by widespread 
mortgages, although he may not be prepared at all to invest 
in locally secured bonds. As regards investors within the country 
itself, there are undoubtedly some who will prefer local securities 
partly for. sentimental reasons and partly because they feel they 
can have a personal knowledge of the undertaking and of those 
who are in charge of it. Thus the Madras investor may be quite 
willing to put his money in a glass factory in Madras but will 
be reluctant to take an interest in a Punjab glass factory. But 
there is another aspect of the question. Bonds, issued by the 
Assam Industrial Mortgage Bank may not be touched in Bombay, 
Madras or Bengal. But if it were a Central issue, the investor 
in every . .province will be interested. A large issue of bonds by! 
a Provincial Bank may not find a ready market — may not find a 
market at all. Again, if the bonds are given any guarantee, that 
of the Central Government will undoubtedly inspire mor e c on- 
j fidence. The bonds issued by the Central Institute and guaran- 
teed by the Central Government will enjoy a greater reputation 
both at home and abroad, and the requisite funds may be raised 
without much difficulty. 

As regards the question of security, it has a twofold aspect. 
^It has, in the first place, reference to the relations between the 
mortgage bank and the owner of industrial enterprises and in 
v*the second place to the relations between the bank and the bond- 
holder. In the interests of the bank the loans granted will have 
to be safeguarded. It is also necessary that the would-be in- 
vestors have to be induced to purchase the bonds by making them 
secure to the greatest possible extent. It is clear that the 


s ecurity of the bonds i ssued.,, depend s a g reat deal on the proper 
•'a nd scientific dis tribution of ris ks. With a central organi sation* 
^the oppo rtunity for diversification of risks wilL-certainly be, 
greater than wi!ET''IocaI'l)iii^fiter It is a root principle of 
investment banking to achieve the maximum diversificatio n of 
risks. There are two principal bases on which risks can be 
diversified — geographical and generical. It is evident that 
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both the« two forms of distribution lx. obtained to lb. 
maximum extent in the case of an All-India Bank. 80 far as 
geographical distribution is concerned, the All-India lustitute can 
reduce its risks to the minimum through careful selection of un- 
dertakings existing in different parts of the country. Different 
areas will be subject to different risks, la-cause of different 
climatic, financial and industrial conditions. If there is a 
depression in the main industry of the province, say the 
cotton industry in Bombay, the jute industry in Bengal, 
the sugar industry in Bihar or U.P the provincial institutions 
which may have advanced heavily to their respective industries 
will be reduced to a helpless position. The majority of their 
borrowers will default and a considerable portion of their assets 
will be frozen. The situation will not be so (x-riious if the ins- 
titution were an AU-lndia one. if there is a depression in one 
industry in one province, the Bank will on the whole maintain 
its position by the profits it may make with regard to the same 
industry in another province. Owing to purely local conditions, 
a depression may occur in the cotton mill industry in Bombay 
but not in Bengal. The All-India Bank will not lie so vulnerable 
in the event of a provincial or local depression or in the event 
of a slump in a specific industry. 

Risks can be distributed not only geographically but also 
gejaerically by the All-India Bank much better than by the pro- 
vincial institutions. The Central Institution can invest in many 
f more different kinds of industry than a Provincial Bank. Except 
jjinthe case of a world-wide depression, like the one recently wit- 
fjnessed, it is unlikely that all the different kinds of industry 
I should be simultaneously caught in a slump. I'be depression 
■ 'in one or two industries can have little repurcussion on the 
general prosperity of the Bank. A substantial number of 
industries has to be affected and a substantial fall in the value ot 
the mortgaged property has to occur before the Central Institute 
can be threatened with any disaster. Different influences 
will affect different types of industry and industrial property, 
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so that if one industry declines in value, the value of others may 
be well-maintained or may even rise. A Central Institute will 
be able to sustain itself better, because its investments will be 
very carefully distributed amoDg various industries in various 
provinces 'and the chances of its being affected by an industrial 
depression will at the same time be comparatively smaller. If it 
is admitted that security both of the loan and of the bond-holder 
(has to be ensured for the successful operation of the Mortgage 
/institute, the measures which will ensure maximum security must 
i be adopted. The Central Banking Enquiry Committee failed 
i to realise the gravity and importance of the question, when, 
carried away by an anxious desire to safeguard the narrow sec- 
tional interests of the provinces, they recommended the establish- 
ment of industrial corporations on provincial lines. Wherever 
industrial mortgage banks have been started, considerations of 
security and marketability have weighed so seriously with them 
that they have always attempted to diversify the risks of invest- 
ment as much as possible by selecting different types and sizes of 
industry situated in widely different parts of the country. It 
may also be mentioned in this connection that a great deal of 
the successful working of the British Investment Trusts has 
depended on their policy of distributing the risks, geographically, 
industrially and denominationally. 

A Central Bank will certainly be immune from the chief dan-, 
gers which beset local banks, viz., particular economic interests. 
It will be outside the pressure of local facts and the confusing*, 
influence of provincial patriotism. As Dr. Jeidels remarked, “ If 
the organisation is too local, too provincial — local fight might 
arise about propositions submitted to the Corporation, everybody 
claiming that his proposition is the best The Corporation there- 
fore ought, I think, to keep as much aloof from local influence as 
possible, particularly in the beginning .” 1 Otherwise it “ will 
run the danger of becoming a pandemonium of partisan struggle 

1 Diicuuiont vith Foreign Expert/ — Indian Central Banking Enquiry CoamiiUee, 
Vat. IV, p. 860. 
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and incompetence.” 1 The encouragement of narrow sectional 
interests which is sought by the establishment of provincial insti- 
tutions cannot be too strongly condemned. In economic matters, 
the promotion of separate provincial interests is highly injurious, 
t So far as industrial development is concerned, it is never desirable, 

* as Mr. Manu Subedar rightly observes, to take a narrow view of 
j provincial . development in preference to an all-round national 
I development . 8 

! The preceding discussion has made it abundantly clear that 
the proper course would be to organise the future Industrial Mort- 
gage Bank of our country on an All-India basis. But after careful 
consideration of the peculiar conditions of India — the vast area of 
the country, the existence of acute provincial jealousies — and of 
an anxiety to safeguard the interests of local and small industries, 
we are inclined to restrict our proposed Central Institution to the. 
business of issuing bonds only. We do not prop .se to entrust 
it with the responsibility of granting long-term loans direct to 
i ndustria l concerns. The organisation that we are contemplating 
and that we believe would be the most suitable type for India 
jis an All-India Bond Issuing Institute and a number of Credit- f 
j Granting Provincial Bodies affiliated to it but having no power of ^ 
b ond issue s. The two functions of granting loans and issuing; 
bonds have been separated in our scheme and have been entrusted | 
to two different bodies. The All-India Bank will have the abso- 
lute monopoly of bond issues, but, instead of lending direct to tbs < 
industrialists themselves, will grant loans to the provincial or 
regionaTbanks which will not be able to raise the necessary funds 
so easily in the capital markets of home and abroad. 1 hese pro- 
vincial institutions will re-lend the proceeds of their loans from 
the Central Bank to the industrial concerns, handing ove. at the 
same time to the Central Institute the mortgages of their in us 


1 Report of On Fortign Banking EzptrU-lati™ Cenlrtl Banking Baqniiy CtmmiUaa, 

“*■ P * rt P- . r iUae vol I, Put II (Minority 

* Report of the Zodian Central Banking Enquiry Committee, 

Worth P. 841. 
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trial borrowers equal to the amount of the loan they receive. On 
the basis of the mortgaged properties, the Central Bank will issue 
| a standardised b o nd of e xtraordinary s trength ancLstahiliiar giving 
I a definite specific yield. The Central Bank could lend with per- 
fect safe^nspoirtfaE'Ifsignment of the large mass of mortgaged 
■pro perties wh ich the local institutes have taken from thei r clien ts 
J as well as on the general security Jif the. . borrowing banks. The 
security consisting of mortgages in different parts of India in a 
i^iimKar o Ep amacea- aad -r e latin g to- vawoua industr ies and various 
kinds of indmdpal-property would be^ extremely weij[ JfiyeTBlfied- 

and almost unchallengeable. The Central Bank will make large 

. ... ... . . 

issues of bonds and the funds that it will obtain will be re-lent to 
* / the provincial institutions. The price at which the ..capital will 
be raised will.be charged to the latter with a small addition for 
administrative expenses and a~ reserve fund. The expenses of 
conducting the business will include the costs of the bond issues, 
the salaries of qualified officials, rent for bank premises, etc. The 
difference between' the rates of int erest rec eived from the borrow- 
ing bank and the rates allowed to the purchasers of the mortgage 
bonds will constitute the main source of the income of the All- 
India Bank. The Bank need not and probably should not lend' 
j at the same uniform rate to all the provincial banks. Different 
rates may be charged to the borrowing banks according to their 
credit. Some restriction may also be imposed on the maximum 
amount that could be lent to a single Provincial Institute. The 
borrowers of the Provincial Institute will be charged a rate 
slightly higher than that at which the institutions themselves will 
receive their loans from the All-India Bank. The set-up that we 
are contemplating is also calculated to provide cheaper industrial 
finance than will ever be possible if independent provincial insti- 
tutions were formed. The Central Institute will undoubtedly 1# 
able to place its issues at a rate of interest much less than that at 
which a number of smaller competing provincial banks making 
numerous issues will be able to do. If bonds can be sold at a 
cheaper rate, money can also be lent to the borrowing provincial 
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institutions at rates much lower than what they must pay when 
appealing directly and separately to the investing public. C heap 
finance will filtfer .dawn through the provincial hanks to the owners 
of industrial enterprises and thus industry will enjoy exceptionally 
gooC Biiancial facilities . It is significant that the French Credit 
Poncier and the Centralised Swedish Institute in the sphere of 
agncultural mortage credit, both of which possess absolute 
monopoly issues, have successfully placed their bonds at much 
cheaper rates than their smaller confreres in countries of similar 
conditions. The comparison is probably not conclusive aa there 
are other elements to be considered, but there is ample grouud 
to believe that this monopoly of borrowing power has bad a great 


deal to do with this cheapening of interest rates.' 

~ The division into, a Central Bond Issuing Institute and a 
decentralised organisation of credit granting bodies will, we 
lieveTBeadmirably fitted to the needs of the situation. The diffi- 

culties arising from the peculiar conditions of the home capita 

market will be solved, provincial jealousies will be satisfied, fear* 
and suspicions will be allayed ; and yet the set-up will be outside 
the pressure of local facts and the confusing influence of pro- 
vincial patriotism. The three essential conditions in the ** 
gage bond — marketability, security and yield-will be sat 
fn no other scheme. Security. nd msrketeb.ht, w,l! he »•»- 

■nieed and a definite mortgage 

In recommending this particul yp Swedish 

bank for India, we have been greatly ^ 

modelB in tbe 8 P beres ° f T ' TilThe Antral Bond Issuing 
Swedish General Mortgage Ban ^ iwjuCB to district 

Institute and lends tbe P r0C ® ed * . a89ignmC nt of mortgages 
associations affiliated to it, up - In al , analogous 

which they receive from their own or centralises tbe 

manner the Swedish Town Mortgage Institution ce 


1 J. I,. Cohen, Tha Mortgage Bonk.P- n> p . 60. 

* Strickland, Steidiee in European Co-op^ 
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bond issues for its affiliated urban credit associations and grants 
mortgage credits to them. 

Our argument for a Central Bond Issuing Institute is fur- ; 
ther reinforced by recent developments in the history of mortgage 
banking. - The advantages of a central national issue have be- 
come increasingly patent ; and the post-war years have witnessed 
a remarkable development of the centralised mortgage bond. In 
every country there is noticeable an unmistakable tendency to- 
wards the creation of Central Bond Issuing agencies. The type 
based on Swedish experience is coming more and more into 
favour. An important instance is furnished by the Deutsche 
Kreditanstalt founded in 1925 on lines closely similar to those of 
the Swedish Mortgage Bank. It is a Central Agency for issuing 
bonds, the proceeds of the bond issues being lent to agricultural, 
and oo-operative associations. 1 * 3 

The growth of the concentration movement among mortgage 
banks illustrates the same tendency towards centralisation. 
The recent history of mortgage institutes in Germany, for ins- 
tance, is dotted with fusions and amalgamations. The formation 
of Preussische Centralborden und Pfandbriefbank is a remarkable 
instance of this movement. Eight of the oldest mortgage banks 
in Germany also combined in the post-war years to form the 
Gemeinschaftsgruppe-Deutscher Hypotheken-banken to last at 
least 40 years.* 

/ The advantages of a CentoJ---i»etittrte nr the sphere of 
agricultural credit have been considered to be so great and 
numerous that it has even been proposed to start ap J m periai 
Mortgage Bank for the whole. pf the British Em p i re.* Such 
an institution with its headquarters in London might lend 
to the existing mortgage banks in the different parts of the 
British Empire which might be in difficulties to raise the 

1 J. L. Oohen, The Mortgage Bank, pp. 191-99. 

* Ibid., p. 110. 

3 The Sietiet, September 18, 1980, pp. 876-77. 
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necessary funds themselves. The Imperial Bank with much 
less effort and difficulty may obtain the requisite funds from 
the markets of the world by issuing bonds on the basis of 
the mortgaged properties in different countries of the Empire. 
The security and marketability of these bonds will be un- 
questioned. In the same way the question of setting up an 
I nternational Mo rtgage Bank, standing in the same relation to 
the mortgage banks of the world as the Swedish Institution does 
to its affiliated associations, has been frequently canvassed in 
recent years. It has even engaged the attention of the League 
of Nations and has been actively studied, since January, 1931, by 
its Financial Committee and a special Delegation of this Commit- 
tee. A concrete proposal for forming an International Agri- 
cultural Credit Company was drawn up by this body. It waa 
considered in Geneva, in April and May, 1931, by a Sub-Commit- 
tee of the Committe of Enquiry for European Union and was 
approved by the latter and also by the Council which appointed 
an Organisation Committee to take all necessary steps for its 
organisation. 1 

International Institutes for feeding the mortgage banka of 
several countries, though not of the whole world, have already 
been formed or are in the course of formation. The Institut 
Central pour Prets Hypothecaires was founded with a registered 
capital of 10 million florins in Amsterdam in 1930 by a body of 
leading bankers of different countries. Similarly the Inter- 
nationale Bodenkreditbank was established at Basle with 
German, Swiss and Swedish capital, with an idea of issuing 
bonds to the public and purchasing with the proceeds the bonds 
of mortgage banks.* 

The foregoing discussion has clearly revealed the recent ten- 
Idency am ong m ortgage institutes to establish Central Institutes 
' and ha s amply demonstrated the advantages of the system o 

1 Agricultural Critit, Vol. 1, 1031 (League of N»tk>n»). p «• 

* J. L. Cotes, Ths Mertgogi Baakg'p. I® 1 * 
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ha ving a Centr al Rond Jfes uing Institute in preference to 
decentralised proyincM^kodifis. In the circumstances it is 
only logical that India should not take j MOt r e giade stop , by . esta- 
blishin g separate provincial institu tions as the Central Banking. 
Enquiry Committee recommended but should keep herself abreast 
of the times and, profiting by the experience of other countries, 
should form her future Industrial Mortgage Bank on lines parallel 
to recent world movements. The Government of the United 


Provinces have recently founded an “ Industrial Credit Bank” 
for financing the industries of the provinces on the lines of the 
recommendations of the Industrial Finance Committee. An 


Industrial Credit Syndicate has also been established ini Bengal 
under Government auspices for extending credit facilities to 
small industries. The organisations are conceived entirely on 
provincial lines and in the light of the preceding discussion can 
never be supported. In these days of planning, such piecemeal 
f efforts on the part of Provincial Governments can hardly be 
approved. In order to reap the full benefits of a Specialist 
Institution and to ensure its successful working, it should be 
formed under the auspices of the Central Government, as we have 
suggested. 


Amount and Mode of Subscription of Capital : 

The question of the amount and mode of subscription of the 
capital of the proposed All-India Mortgage Bank should next 
engage our attention. As regards the amount, it must be 
emphasised that it should be such as would give theJBank a 
definite status both at hom e and abroad . As Mr. Manu Subedar 
h as observed, the psychological factors of hopefulness and 

y fneoessary for the proper functioning of such an Institutifii LJBU 8 * 
h ave to T)e~ created . 1 Whereve r such Ing tjJtoliifiDa have— beet 
A* fo rmed, a fairly large initm Labareeapitgl hM_be en pro vided for 

1 Beport of the Indian Central Btnking Enquiry Committee, Vol. I, Part II (Minorit 


v»*. 
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and tbere have generally been stipulations for a further increase 
of capital, if nece ssary." ' A n adeq uate policy of dlsfrlbuTipn of 
risk s is partly dependent o n the size of the Institute . Agnail- 1 , 
tural Mortgage Institutes in Europe and America have, therefore,! 
been, as a rule, more or l.ess large-scale undertakings. In the* 
sphere of industrial credit also, the Finnish, the Hungarian and 
the Saxon Mortgage Institutes have been started with a fairly 
large share capital. In the case of India the existing demand ' 
for long-term industrial finance is considerable. The industrial 
development of the country has also immense possibilities. 
Extension and reorganisation are urgently called for in most of 
her major industries. The potential needs of long-dated industrial 
capital must, therefore, be very great in the near future. AH these 
factors have to be taken into careful consideration in determining 
the size of the Bank’s capital. Various estimates of this «iae 
have been made. A well-known Indian banker estimated that 
the capital should be 50 lakhs to start with, and it may be 
gradually increased, if necessary. 1 A university professors, 
estimate was one crore, to be increased later on as the Institution 
should show signs of stability sod success. * Mr. M.nu Sutelsr 
to lfr BtSPrt. P“* >* •» 5 ™res,; sod s CtombRtf 

Commerce proposed two to three crores, 1 The various Provincial 
Banking Committees "which suggested the estsbh.Ument o 
provincial industrial banks msde diderent estimate, of lb. m.t»J 
share capital required b, such institutes. Ito °< £ 

Bombay Committee, for instaoce, was an autbo P 

5 erores and a paid-up capital of 1 ”° re ' advisable io 

Bill all this ie “ ere S" M8 . W ”^: ' country befom 

conduct a survey of the >”<l"s‘ ra <= ^ of (h( , AIMnJin Bank's 

any decision is made as regards the 

. a . . q N Pocblth.n»w«lU-I"<l‘« n t '*""* 1 

* Evidence (vrtitten) of Mr. 0» ter 8ir 

Enquiry Committee, Vol. II. P- 42 ■ v , n 

* Iadieo Central Bonking Enquiry Committee. 

* JML, Vol. I, Pert n, p. 844. 

« Ibid., Vol. II, p. MO. rammitu*, Vol. I. P«* J ’ t **' 

* * u- Mb. 0-w »*■“*« EDtm 
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capital. The survey should ha maria — as Mr. Nalini Ranjan 
Sarker, at present Minister of Finance, Bengal, suggested in 
a valuable note of dissent to the Central Banking Enquiry 
Committee’s Report — by^ an expert body and should be 
sufficiently comprehensive so as to cover not only the imm e- 
diate possibilities and scope of new industries which can jn > 
Bt arte<rT>uir also the ex t ent to which e xisting in dustries may 
pr ofitably be expanded an d reorganised, full account heing.taken 
of modernisation, extensions and replacements of plant and 
machinery. 1 * It would be difficult to offer any estimate as to the 
size of~ the necessary share capital without this industrial survey. 
The nominal capital should be kept fairly high. The whole of 
the nominal capital need not be issued at once. A fairly good 
amount may be opened for subscription in the beginning and 
b onds may also be issued against -industrial -mortgages to ..the 
extent as recommended hereinafter. Further shares and bonds : 
may be issued as and when required. 

• The capital of the All-India Bank should be contributed 
partly by the Central Government and partly by the various 
Provincial Institutions. The organisation scheme of the Provin- 
cial Banks will be as follows : — 

The capital of a Provincial Institute will be divided into 
two classes— “ A ” and “B” stock. 75% of the shares will 
belong to Class “ A ” and 25% to Class “ B.” The former will 
be held partly by the Provincial Government, partly by the 
public and partly by the banks and other institutional investors. 
The “ B ” series of shares must be subscribed by the would-be 
borrowers of the Banks, industrial enterprises, whether private, 
jointstock or co-operative, to an amount equal to a fixed 
percentage, say 5%, of their borrowings. When the industrial 
borrower will have paid his loan and cease to be a borrower any 
longer, he will be at liberty to sell his share to a prospective 

1 Ditcuttiont with Foreign Expert*— Indian Central Banking Enquiry Commit** 8 ' 

Vol. IV, p. 884. 
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borrower or to transfer it to Series '* A ” shares which may, then, 
be sold to anybody. Series "B” shares should be made not 
transferable except to another industrial borrower or an individual 
eligible to become a borrower and then only with the approval 
of the directors of the Provincial Institution. But each holder of 
the Series “ B” shares must, within two years after he baa 
ceased to be a borrower, exchange his share at its fair book value, 
not exceeding par, as determined by the Institute, for a Series 
A share. By this provision, it will be possible to maintain 
permanent relations with the borrowers and to firmly establiah 
the co-operative principle of joint liability. Tt is also to be 
expected that the Government Stock will he gradually retired as 
private investo rs subscribe for Series “A” shares, and Series 
“A” shares are substituted for Series “B” shares, when a 
borrower has paid his loan. The participation of borrowers in 
the'sftare capital of the lending Institute has been an interest- 
ing feature of several organisations dealing in mortgage 
credit in recent years. The Industrial Mortgage Bank of 
Finland, Ltd., is an important case in point. 1 In the United 
States, in a different sphere of mortgage credit, the same 
provision requiring the borrower to subscribe to a certain 
fixed portion of the share capital of the credit granting 
body has recently been made. According to the American 
Agricultural Credit Legislation of 1933, viz., the Kinergenc) 
Farm Mortgage Credit of May 12, 1933, and the barm 
Credit Act of June 16, 1933, borrowers of a Productive Credit 
Association must subscribe to its Class “ 13 stock, and the 
borrowing Associations must subscribe for stock in the Central 
or Regional Co-operative Banks, in amounts equal to 5 % of 
their total borrowings. 1 


• Report of the Industrial Mortgage Bank of Finland, Ltd., ISM. AU. U«.r «o the 

writer from the Managing Director of tbe Bank. ,*«, 

• Journal of Political Economy, Vol. XLII, F.broary, 18 M. PP 

60 — 1998B 
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Collective Liability : 

T he joint and several liability of t he'rorrowers jg, a comm on 
fe ature of mortgage banks organised as mutual associations . In 
/th e case of agricultural cr edit co-operative associations, issuing 
mortg age bo nds in their early stageT" each TmemBer) was he ld 
| liable to the total value of its assets for the debts of the associa- 
| tion. The debtor associations of the, Swedish General Mort- 
l gage Bank are liable to an unlimited extent for the debts of the 
Central Bank in proportion to the amounts respectively borrowed 
by them. The borrowers of the associations themselves in turn 
are jointly and severally liable without limit for the obligations 
of their respective associations in proportion to the debts owed 
by them. 1 

At the present times, the liability of the borr ower is lim ited 
as a rule to the amount of his own loan or to that part of it 
still outstanding or even to. his share in the capital. As an 
instance of the case where the liability is related to the holdings 
in the share capital, mention may be made of the Belgian local 
banks which affiliate with Central Banks by subscribing one 
share at least, involving a liability limited to at least ten times 
the amount of the share. 2 In the Rentenbank Ereditanstalt of 
Germany, the agricultural debtor organizations are individually 
liable for the unamortised principal of the loan. The Municipal 
Mortgage Bank of Finland has laid down that the members will 
be jointly liable up to the amount of the difference of the loan 
outstanding and the value of the mortgaged property. In the 
Provincial Mortgage Bank of Saxony, which deals in industrial 
mortgage loans like the proposed Indian organization, the 
borrowers, it will be recalled, are jointly and severally liable up to 
10 % of the loan granted.* A great deal of the security of 
the bonds issued by a mortgage institute which is a mutual asso- 
ciation of borrowers depends on the collective liability, limited or 

1 Herrick end G. Ingalls, Rural Credtit , p. 188, p. 218. 

* Ibid., p. 866. 

* Statutes relating to the establishment of the Saxon Mortgage Bank, Sec. % 
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unlimited, of members. Combining Swedish with recent Saxon 

8U «S est the Provincial TnstituWiriir 

I ndia sho uld bg jointly and severally liable for «U debts of the 
Central^Banks up to 10 % of the Joans granted. The borrowed 
I of the Provincial Banks, the mortgagors themselves, should in 
( their own turn be jointly and severally liable up to 10% of the 
loans granted by their Provincial Institutes. The bonds of tbe| 
All-India Institute will virtually attain bed-rock security, as they 
will have no t only the mortgages as cover but also the joint 
liab ility of the Pr ovincial Banks and their industrial cus- 
tomers. • 


Proportion of Bonds to Share Capital : 

As already stated, the Industrial Mortgage Bank of India 
will issue bondB against the securities of the mortgages handed 
overjojt by the several Provincial Institutions. Besides the 
paid-up share capital, the main source of funds for its operation 
will come from the proceeds of its bond issues. An important 
question which must be settled at this stage is what proportion the 
bond s is auod-by -the -Bank will bear to its capital and reserves. 
The sums obtained by a mortgage bank by issuing its bonds are 
analogous to^ the deposits, received by commercial banks. But 
while the funds of the commercial banks are essentially short- 


term, those of the mortgage banks are not so and may, 
th erefor e, be appropriately used for granting long-term loans, 
running for several years. Convention or law has laid down that 
commer ci al banks should maintain certain reserves to their 
liabilities. In the same way convention or law has stipulated that 
an equilibrium sho uld be maintained between the bonds in circu- 
lation and the outstanding loans. Generally, the face vaue 
of the bonds hi circulation should never exceed the total amount 
of the outstanding loans, and in addition to this t c ex 
limit of bond issues is fixed at a certain num r 
the naid-un capital or the paid-up capital p/w 
theltoW ^EEe of bonds in circulation always bean g 
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a fixed p roportion to the tatter. In some cases, instead of 
stipulating for a fixed ratio between outstanding honds and 
owned capital, the maximum bond issue is limited to a cer- 
tain figure. The underlying idea in laying down such provisions 
is the prevention of excessive issue of bonds and the guarantee 
of the security of the bondholder. Mortgage banks whether agri- 
cultural, industrial, or urban, have almost invariably provided 
for som e limitation s to the issue of bonds. A study of a represen- 
tative list of 22 agricultural mortgage banks in Germany shows 
that the bonds vary between 17 times the capital and reserves to 
7*6 times, the average being 12 times. 1 The recently established 
Rentenbank Kreditanstalt, already referred to, has limited bond 
issues to six times the paid-up capital, which may be increased to 
eight times by special consent of the Reichsrat. In the case of 
agricultural mortgage banks generally the ratio has varied from 
eight to twenty-five times the paid-up capital. 2 * 4 * In the field of 
urban and industrial credit, however, the limit is more conser- 
vative. The Industrial Mortgage Bank of Finland Ltd., has 
adopted the limit of ten times the capital and reserves. 8 

The Swedish Institute, recently devised to furnish middle- and 
long-term credits to industry, is to have the right of issuing bonds 
up to four times the capital guarantee and the reserve fund to be 
formed hereafter. * The Industrial Mortgage Bank of Saxony 
has limited its bond issues to 75 million RM. 6 and the Spanish 
Banco Credito Industrial to 150 million pesetas. 8 In the case 
of institutions issuing bonds or debentures, not necessarily 
mortgage banking institutions, the general rule is also to adopt 
some kind of limitations of bond issues. The British Invest- 
ment Trusts have generally provisions putting some limit to 

1 J. L. Cohen, Th§ Mortgage Bank , p. 144. 

* M. T. Herrick, Aural Credits, p. 221. 

8 Letter to the writer from the Managing Director of the Bank, dated 0th AoTem* 
her, 1934. 

4 The Economiel , Banking Supplement , May 12, 1984, p. 14. 

4 Chapter X, supra. 

8 The Borikor, Jane, 1938, p. 169. 
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their bond issues. The average of 50 of the leading British 
Trusts shows bonds to the extent of 39 20% of the total capital, 
isation or a ratio to total stocks outstanding of two to three. 1 
The American Edge Law permits a company established under its 
provisions to issue debentures up to 10 times the aggregate 
capital and surplus of the issuing company. * There are, no 
doubt, some cases where the only limitations are those of 
the bond issues being equal to the mortgages granted* 
Tb e Na^o inal Hungarian Farmers Mortgage Institute operates * 

un der such a provision. But the additional rule fixing the 1 

ex treme li mit of bond issues is desirable to enhance the security 
of the bon dholder. The recent trend is in favour of putting such 
a limit as may be observed from the case of the Finnish Indus- 
trial Mortgage Bank, which had originally provided that bond 
issues should be simply limited to mortgages granted. * 

It is abundantly clear from the preceding discussion that 
some limitation should be placed on the amount of bond issues 
to be made by our proposed All-India Institute. The bonds 
should be made to bear some definite proportion to its share 
capital and reserve. It will tend to promote the security of the 
bonds and the confidence of the investors. It is surprising to 
find Mr. Manu Subedar advocating in his Minority Report that 
any hard and - fast proportion of bonds to paid-up share capital 
need not and should not be laid down. * Another well-known 
Indian banker (Sir S. N. Pochkhana walla) also made the point 
before the Central Banking Enquiry Committee that it was un- 
necessary to have any limitation on the debenture capital in 
relation to share capital. * All this is contrary to established 
theory and practice and cannot be accepted. 

In suggesting tbe fixation of a ratio of bonds to share capital v 
in the case of the Indian Institute, it should be remembered Jhat 


1 Lawrence M. Speaker, The Investment Trust , p. B6. 
* ibid., p. 79. 


s 

4 


See. 8, Article* of Aseociation. t1 M 

Report of tbe Indian Central Banking Enquiry Committee. \ ol I, I art II, M • 
Indian Central Banking Enquiry Committee> Vol. D, p. 
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/t he greater the proportion of bonds to ca pital and reserves, th e 
), smaller is the elem ent of safety. Hence where the risk of in- 
§ vest ment is the grea ter, the .felatioSb of bonds issued to capita l 
and reserves should b e lower . Industrial Mortgage Banks cover 
their loans partly by mobile assets and hence must have the 
r elatio n of bonds issued to capital lower than purely land mort- 
gage banjks which advance ajgainst real es tate. But at the same 
'time it would not be advisable to fix tfie ratio at too low a figure, 
inot only because it is not necessary but also because it will 
hinder the proper functioning of the banks for lack of funds. 
•The ^Foreign Experts,” who assisted the deliberations of the 
Indian Central Banking Enquiry Committee, recommended the 
ratio of 2 :1. Dr. Jeidels in the course of the discussions opined 
that it might just as well be 3 :1, if the capital were not less than 
one crore ; but the ratitT under no circumstances should be 
higher. 1 The Central Banking Enquiry Committee was entirely 
guided by the opinions of Dr. Jeidels in the matter and recom- 
mended the adoption of the ratio of 2 :1. 2 

The restriction of bonds to share capital as recommended (by 
'the Experts and the Central Banking Enquiry Committee appears 
to us to be unnecessarily conservative and seve re. We are 
inclined to think that a higher proportion would not only be 
sound and adequate but even necessary, so that it might not fall 
short of the reasonable requirements and might not injure tbe 
revenue earning position of the Bank by not providing the neces- 
sary turn over on which expenses could be spread out. In Mr. 
N. B. Sarker’s note of dissent, already referred to, it has been 
suggested that the limit of 5 ti mes the amount -jof Jhe share, 
capital may be adopt ed. This is a fair and reasonable limit and 
may be accepted. We would only rec ommend that the res erves 
should also be taken into account ; that is, hopfo should be 


1 Dueuteimt with Foreign Expert * — Indian Centra*! Banking Enquiry Committee, VoL 
IV. p. 988. 

* Report of the Indian Central Banking Enquiry Committee. Vol. I, Part 1 (Mai 01 **! 

Report), p 80S. 
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of share cpiul jtejmnm. 
The ratio may lie increased later on, if necessary, U p to lolimea 

the amount of share capital and reserves but should not <m 
beyond that. * 


State Participation of Share Capital and State Guarantee of 

Bonds : 

/ 

We have proposed that State aid should be furnished to the 
Jndian organisation in the shape of subscription to share capital. 
,In the pecHliflr. conditions of India we are inclined to believe 
! that Government assistance, not only in the form of subscription 
to share capital but also in the form of a guarantee of the bonds 
of th e Cent ral Institute, will be necessary. The investing public 
here are proverbially shy and nervous. In order to make the 
bonds attractive to them and to draw out from them the required 
capital, it is essential that Government should not only hold some 
shares but should, at least in the beginning, guarantee tha.bonda. 
Even Dr. Jeidels admits that in the beginning the sale will be 
much easier with Government guarantee.' When Iub attention 
was sufficiently drawn to the peculiar circumstances in India, 
lie did not strongly object to a temporary guarantee. The 
guarantee will be necessary to attract investors not only 
from within the country but also from without it. We have 
already stressed the necessity for tapping the foreign capital 
market and the guarantee is sure to inspire confidence 
in the foreign investors who may not otherwise come for- 
ward and- open their purse-strings. It is satisfactory to note 
that the Genirai Banking Enquiry Committee recommended a 
gua rantee of the interest on the bonds and further a i own 
th at the gu arantee should be limited to the first issue 0 n s or 
to a certain period of currency of the bond issue. t may, 


* MaW-tt B - UM 

1 Report of the Iadion Control Bonking Enquiry Commute, Vol. I, Fort I, p. 
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however, be urged that such limited guarantee has some 
/drawbacks, fo r the difficult y m ay arise that the public may be 
/ unwilling t o tak e up subsequent issues when made without an y 
g uarantee at n ll. But it is expected that after a few years, when 
the public will correctly appreciate the nature of the organisation 
and be familiar with its working, the stimulus of a Government 
uarantee will not be required to induce them to invest. The 
same thing has happened in Japan and elsewhere. 

In recommending . this State participation of share capital 
and State guarantee of the bonds, we have been chiefly guided 
py the fact that State aid has been a predominan t feature in 

/almost aU-inatancea-rohere Specialist Institutions have been. 

started ei ther for the financing of agriculture or of industry. 
There are numerous instances where the State has contributed 
wholly or partly the capital of agricultural mortgage banks or 
guaranteed their bondB. Even in England the Agricultural 
Mortgage Corporation received a Government subsidy and its 
debentures were guaranteed by the British Government. It is 
the same story with the recently started Industrial Mortgage 
Banks in Europe. The entire capital of the Saxon and 80% < 
of the capital of the Hungarian Institution have been contribut- 
ed by the respective Governments, while the bonds of the 
Finnish and the Saxon Banks and the “ bank debentures ” of 
the Polish National Economic Bank placed on foreign markets 
enjoy a Government guarantee. 1 The debentures of the Japanese 
Industrial Bank issued abroad were also guaranteed by the 
Government in several instances. In the case of the Industrial 
Credit Company of Ireland established under the provisions of 
the Industrial Credit Act of 1988, the Irish Government have 
taken up all shares left unsubscribed by the public as contem- 
plated by the Act. Of the first issue of £500,000 offered for 
public subscription in November, 1933, £492, 064 had to be 
taken up by the Minister of Finance, the public having sub- 


1 8* Oh. X, * upra. 
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cribed only £7,936. Of the second issue of £500,000 in July 
1936, tbe public took up only £175, the halance of £499,825 
being subscribed by the Government . 1 

It may be mentioned, in this connection, that State-aid has 
jbe^toisbfid tp,.the recently started “Industrial Credit gyndi-' 
^c ate" of B engal in the form of a contribution to its adraintsU*-. 
tive ex i^ nse8 ..®BC i 9 T a partial guarantee of losses of capital that 
may Tje incur red by it. I nder the terms of an agreement with 
thrPifovinciai Government, the latter have undertaken to pay 
to the Company (a) one-hair of any losses of capital attributable 
to the first ten lakhs of rupees lent by it, (6) one-half of any 
losses of capital attributable to any amount lent by it after and 
in addition to its first loans and (c) in respect of each of the first 
five financial years the amount properly expended by it in 
administrative expenses in each of the said years or Rs. 20,060 
whichever be the less. 2 The extension of State-aid in these 1 
forms is not calculated to ensure a sound and satisfactory working 
of the company ; for all incentive to good management will 
disappear under such conditions. 


Business of the Industrial Mortgage Bank of India : 

As vve have already suggested, the All-India Institute will 
confine itself to the issuance of mortgage bonds and will not 
furnish loans direct to the industrial concerns. The main 
business of the provincial institutes will be the provision of long-^ 
term amortisation loans to industr ies, jointstock, c °' r ’P orr,, ' v * 
and in some instances even private. The ioans, as is usual with 
the jws£war"T^ banks in Europe, art to bt 

furnished on first mortgages of industrial real estate, an , 
factory buildings, hydro-electric installations, machinery, pant, 
etc. Certain types of property have been regarded as um t sirs 
hie security for mortgage loans, and mortgage an s, 

1 Report of the ConunUwm of Enquiry into Currency, BmUhdr *»<• ( • 

* Pfoepectoe of The Induttriol Credit Syndicate, Ltd., M»wb, 

61-1388® 
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cases, have been specifically prohibited from lending against such 
security. Theatres, mines a nd quarries b elong to this category 
and have been excluded from the business of several mortgage 
banks, such as the French Credit Foncier, the Polish National 
Economic Bank and the National Mortgage Bank of the Argentine. 
Such properties are incapable of returning money in a regular 
manner and do not constitute proper bases for the issue of bond?. 
It will be unsound for an institution of the type we are contem- 
plating to grant loans against such security. Mortgages of ships 
/as basis for the issue of _bonds wjJl-^Usa be. .extremely insecure 

' 0 W1D £ c ^ an 8 es and rapid jjecrease in value and the material 

^ enfoMiiigjclaims. 1 Although ship mortgage business 
was a favourite line with the Industrial Bank of Japan and 
although ship mortage banks have recently been established in 
several European countries, we would like to debar cur Indian 
Mortgage Bank from engaging in such business. 

Theproportion which the amount of the loan wild bear 
to the approved value of~The~industHiI~ property o ffered for 
mortgag e will h ave to be carefully determined. The law relating ’ 
to mortgage banks in every country has, generally speaking, laid 
down that the amount of the loan to be granted should never 
exceed a certain fixed percentage of the estimated value of 
mortgaged properties. In the case of agric ultural morigage 
banks the percentage is very lib e ral and bas varied from 40 to 
e ven ~TS%? In the case of the European industrial mortgage 
banks, the percentage is distinctly lower and more conservative, 
and bas not exceeded 50% and in some cases is even 00%. In 
fixing the percentage in the case of the Indian Bank, the 
practice prevalent in other countries should serve as the guiding 
star. It should be stressed that the agricultural mortgage 

■*\ 

1 J. L. Cohen, The Mortgage Bank , p. 196. 

* The National Mortgage Bank of Greece, the Boyal Swedish Mortgage Bank, *1'* 
Land Mortgage Bank of Warsaw, the Hungarian Land Mortgage Bank and the Agriculture 
Mortgage Bank of Columbia have the limit fixed at 60%. In Italy and Belgium the li® rt 
it 66 | % and 1° the Netherland Institutions it is 76%, 
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banks make their loans entirely on real estate, while n -;.L 
mor tgage banks partly QP_ aflh»kjMeii. at least nn 'assets not 
a s in JbejQther case. The question of tbe relative' 
security or insecurity of industrial raorgage banks will engage 
our attention later on. But at the present moment their assets 
being more mobi le, these may be considered to be subject 
to relat ively more rapid depreciation, and hence there should be a 
hi gher margin, , of safety here than in the case of agricultural 
mortgage Jiiatitutfis. The latter may with comparative safety ? 
lend up to 60% or even 75% of the estimated value of tbe^ 
mortgaged land, but such a policy will not probably he wise for * 
the industrial mortgage banks. 

The amount of the loan should he restricted to a more 
conservative proportion of the appraised value of the 
industrial property offered as security. But at the same time it 
must be considered that if the percentage fixed is too low, it will 
s pell great incon venience to the borrower who will find it difficult 
to satisfy his requiremen ts, and it will thus defeat the very 
purpose for which tbe Bank has been started. We are inclined 
to believe that consistent with safety to itself and convenience 
to the borrower, the amount of the loan made by the Indian 
Institute should not ex ceed 50% of the value of the land, 40% 
of jfche b uildin gs, and 30% of the plant and machinery. If 
water power forms a portion of industrial property, loans may 
be made up to 30% of its estimated value as in the case of the 
National Economic Bank of Poland. To increase the security, 
the mortgage of additional properties may be demanded in any 
case. Such practice is not unknown with the industrial mortgage 
banks of Europe. 

Purpose of the Mortgage Loans : 

The loans granted by the Provincial Mortgage Institutes 
should be for extension^ modernisation and replacements of pJ#I?t 
andlmachbofery^ They^shOTld_play an important part » 
rationalisation of industry- Re-organ isation is urgently caled 
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for in & large number of Indian industries and our Bank should 
earnestly devote itself to t^Jynancing of the r e-organisa ti on 
schem es^ The Japanese Industrial Bank has filled an important 
role in the rationalisation of Japanese industries in recent years. 
Although . the Indian Central Institu te will not lend direct to_the 
indu strial concerns, it will exercise a g unpraf supervision nvpr 
t he loan operations o f tbe provincial institutes and whenever 
rationalisation is called for, it would see that primary attention 
| isygiven to the financing of schemes of rationalisation. 

/ As regards the provision of . initial finance to industry, in 
all discussions relating to the establishment of a special isTlnsti- 
tution for financing industries in India, it has been urged that tbe 
institution should have statutory power not only to furnish long- 
term loans but also to take up and underwrite industrial shares and 
debentures. Thejnajority of the witnesses who a ppeared, b efore 
/th e Cen tral Banking En quiry Committee suggested th at the 
future Industrial Bank of India should pr ovide a part at least of 
the initial block capital of industries. The Majority Report 
preferred not to discuss In detail the specific business to be under- 


I 


taken by the Industrial Corporations recommended therein. _Mr. 
Manu Subedar in bis Minority Report advooate d that tbe All- 
India Bank should take up preferential capita] of new c oncern s 
up to one-third of the amount subscribed by the public as well as 
debentures . 1 Mr. NT ""BT'Sarker in his “minute of dissent also 
I laid down that one of tbe most important functions of the 
Indian Institute should consist in underwriting and subscribing 

shares of industrial companies . 3 ‘ 

-BrnTT'' these schemes the issue and underwriting business 
has been combined with that of making long-term loans. The 
example of the Japanese Industrial Bank and its forerunner tbe 
French Credit Mobilier must have exercised a great deal of 


Indian Central Banking Enquiry Committee, Vol. I, Part II (Minority BapoH* 

p. 8*7. 

» Ibid., VoL I, Part I, p. 544. 
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influence Butjf thgJnatita te, as we have contemplated it, i« 
to farmah long-term mortg age, loans, it wUl not. be desirable j? 

it up with Igsu e^Migerwritina business. Nowh ereTtoW 
knowledg e, . M s a IBortga ge bank done *o. We have* madea 
careful enquiry into the working of the recently established 
Industrial Mortgage Banks of Europe and we have been informed 
jjy their authorities that they do not make it their business to 
/provide initial capital to industrial concerns by subscribing to 
V ’their shares The National Economic Bank of Poland, which 
. «“ . omnibus institution dealing in all kinds of 
mortgage.. and other credits, used to provide initial block capital 
to joint-stock companies in this manner ; but by an order of 
the President of the Republic, dated the 3rd December, 1030, 
Art 11, of its Charter which gave it the rigid of industrial 
participation was cancelled. 1 The Industrial Bank of Japan 
does indeed combine investment trust business with that of 
industrial mortgage but we have already stressed the undesir- 
ability of such practice and have indicated it as one of the main 
reasons for rejecting the Japanese model for India. 

If the proposed Indian Institution were to engage in under- 
writing and holding business, it would be involved in serious risks 
and heavy responsibilities. The question assumes a particular-,! 

; importance as the State participates in the share capital of|bc ■ 
Company ; for the State in turn will be involved in the same risks / 
and responsibilities. This constitutes a sufficient ground for ^ r 
questioning the propriety of such an Institution taking up under- ^ 
writing and investment trust business. As the recent Irish ^ 
Banking Commission have observed, “ If it were desired that > ( 
the State should participate in any large degree in individual enter* * < 
prises, it would clearly be preferable that the enterprises should 
be openly and definitely chosen for this purpose under suitable 
statutory powers and safeguards rather than they sboul 

1 Report of the Board of Director*, National Economic Bank for the jm IW fWarawrt, 
P-46. 
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determined in a disguised and accidental fashion through the 
medium of such a Company.” 1 B esides entailing dir ect accept- 
a nce by the State of speculative interests in ind ustry, t he holding 
b usiness w ould tend to create a position of di fficulty with repp ent 
t o the Stock Exchange . As'one of the largest shareholders 
in many cases, the Institute would attain a position of 
undesirable predominance in regard to the market in shares. 
The immobilisation by the Institute of & substantial block may 
even conflict with the interests of the industrial concern. 

It is interesting to note that the above considerations 
weighed so strongly with the Irish Banking Commission (1988) 
that they recommended in the case of the Industrial Credit 
Company of Ireland, which combines issue and underwriting 
business with that of long-term loans, the restriction of the 
former type of business and the development of the latter. 2 

It may, however, be argued that if the proposed Indian 
organisation does not furnish initial block capital, it will but 
touch only a fringe of the problem. But it may be suggested 
that when the industrial company has raised a certain portion, 
say 50%, of its share capital, it may invest it in land, buildings 
or machinery which in turn may be offered as the basis of a 
loan from the industrial mortgage bank. The subscription or 
underwriting of industrial shares should never be the business of 
a mortgage bank. 

Duration of Industrial Mortgage Loans : 

The loans granted by the Provincial In st i tute s should- be 
longhand medium terra. In the case of ^agricultural m ortgage 
ba nks, a real estate loan runs from 10 to even 75 ye ars. Evi- 
dently industrial mortgage loans cannot run for 50 or 60 years., 


1 Report of tbe Commission of Enquiry into Currency, Banking and Credit, Ireland 
1938, p. 274. 

* Ibid., p. 276. 
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[Industrial property, as already pointed out, is subject to more 
rapid changes in value, and plant and machinery depreciate 
quickly. Under the circumstances, the industrial mortgage 
banks have nowhere adopted the practice of their confrim, 
the agricultural institutes. The Banco Credito Industrial 
of l3pain appears to be the only institution dealing in long- 
term loans to industry which was authorised to advance for 
50 years. 1 But this is not at all a sound practice for an insti- 
tution of such a type. While on the one hand the period for 
which the loans will be granted should not be fixed so long, on 
the other hand, it should not also be too short to be termed 
reasonably long-term. The mortgage loans of the Japanese 
Industrial Bank, to industry in general do not run ior |x-riod» .of 
more than bvejears. Dr. .1. C. Sinlm, following the h*** 
Bank, suggested in an article in the Modern lie twrr that the 
long-term loans of the future Indian Institution <d»ld not 
be for a longer period than live years.’ But 0'«-ye«r loan, 
nan never be considered to be reasonably long-term and if 
rhe proposed Indian Institution were confined to the granting 

U such loans, the problem of long-term . mb, sm.l toana wlb 

nev« be , solved in India and 1 the jh* ^ ^ J# 

specialist institutions, des g „ r ant loans for 

glancing of industry, baa — Twe^or 

periods much longer t 1V ,| npriod for long-term mortgage 

twenty-five yearshnye been . ?e us I instances of the 

loSrtTMSiry.e*^ 1 *^ ‘ Ins, ita.es. In 
Finnish and tbe.Hungarian n 118 , Poland, the maximum 

the casTofthe National Econ ° ID '^ , wa8 originally fixed at 

period of redemption of in us rl ^ s a law of 20th 

18* years but it was extended to 

i The Banker, June. t9&l, P- 169 '^. K 
t The Modem Review, JenueiJ. I ‘ - P- 
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December, 1932. 1 * * The ** Credit for Industry Ltd.,” which 
has recently been established in England for financing small 
and medium sized industries, is granting loans for periods 
ranging from two to twenty years.* The recent Report of the 
Irish Commission of Enquiry into Banking, Currency and 
Credit recommends twenty years as the maximum period for 
which loans may be sanctioned by the Industrial Credit 
Company.* The long-term industrial ’ loans of the proposed 
Swedish Institute will be over 10 years and the medium term 
ones will run from 1 to 10 years. 4 Our Provincial Institu- 
tions, under the circumstances, may very well advance., for 
periods of. at least 15 years and~ even 20 years. The 20-vear 
period should not be exceeded, industrial property, plant and 
machinery depreciate pretty rapidly and a longer period may 
wipe away a considerable portion of the value of the security 
offered. The middle-term credit may run from two to ten years, 
ip* The long-term advances of the Institutes should have 
provision for ainortTsa 61 on . Of the schemes that have hitherto ' 
vbeen formuTaEecT~ for an Indian Industrial Bank, there does not 
appear to be one which provides Jor amortisation. The system 
.of amortisation is extremely needful and beneficial to all borrow- 
ers of long periods. It eases their burden and enables them 
, to pay off the loan gradually by the slow returns of business. 
It has been aptly observed, Without it every real estate credit 
system is an incomplete and fragile scaffold, deceiving the public 
and endangering the welfare of any nation.”* There are two 
principal methods by which an amortisation loan jnay be 
^tinguished, those . of the„Clfirmap.XllSjMl>aftej^ i to F w nch 
• Credit Foncier. Under the latter system, the annuity, deter- 

1 See Chapter X, supra . 

* The Times , Trade and Engineering Supplement , Banking Section , June 80, 1984, p. 8. 

9 Report of the Commission of Enquiry into Banking, Currency and Credit, Ireland* 
1988, p. 976. 

4 The Economist Banking Supplement May 12, 1984, p* 24. 

9 Boyer, Quoted by Herrick, Rural Credits, p. 29. 
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mined by the length of credit and the agreed rate of interest, 
remains the same during the entire period of the loan and 
is usually paid in semi-annual instalments. Thin is the system 
that has generally been adopted by the industrial mortgage 
banks and in the case of India, the loans granted by the 
Provincial Institutes may also be made repayable in annuities 
in semi-annual instalments. These annuities will l>e made up 
of V 'Tnterest, amortisation and cost of administration. An 
additional payment may also be demanded in the form of risk 
amounting to, say \%, as in the case of the Provincial Mortgage 

Bank of Saxony . 1 


Deposits and Short-Term Loans : 

Mortgage banks, as a rule, are prohibited from encroaching 
op the territory of commercial banks. On the one hand, they 


Cannot receive 
credits except 


deposits and on the other, they must not grant 
«*»„, on «D0rt«*r. The question of receiving deposits 

and of the provision of short-term fond, for indn.tr, has been 

frequently raised in connection with the function of the Proposed 

Indian Institute and it also came np before the Cent" 1 

Enquiry Committee^ A prominent M » £££ 

Banking Enquiry Committee that the Immsimi »> 
might receive deposits for periods of not less » > 

The. .Committee 

deposita^iheJProymma^ — V, m mi be , legiti- 

them . 8 But we are inclined j nv ite an d accept 

mate function of industrial mo^ gag ^ ^ ^ 0|)ly he a 
deposits whether long- or short-ten ■ but - t woul(l aN , be 

competition with easting J^n ‘ ' ° w here mortgage institutes 
outside its proper sphere. 


i 

i 

i 


3b.p*r X, lupra. CoBanitW e, VoL «. P- * 2 ' 

an Central Banking Enquiry - 
Vol. I, Part I (Majority Report)* p. 


53— 1228B 
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have been permitted to receive deposits are very few and even 
there the amount has been limited. The Industrial Mortgage 
Bank of Finland, so we have been informed by its authorities, 
dcu^fiot receive any deposits at all. 1 

\J As regards the question of granting short-term loans, there 
are two aspects from which it may be viewed. First, mortgage 
institutes have freque ntly .Junds nuL-xequ ired for immedia te* 
investment. These.. funds, it is suggested, may be per mitted 
to be utilized for short-term "TpansT And secondly, industrial 
enterprises which have mortgaged their real estate to them are 
likely to find it difficult to raise tTieTr’ vvorking capital from the 
ordinary channels. Under the circumstances, it may, perhaps, 
be necessary for the Industrial Mortgage Bank to furnish working 
i capital to industry. w 

It is undoubtedly desirable that the two functions of making 
long- and short-term loans should be segregated and vested 
in entirely different institutions. In a few cases mortgage banks 
have, no doubt, been known to cultivate the business of short- 
term loans with same, restrictions. The two striking examples 
in this respect are the Municipil Mortgage Bank of Finland 
and the Credit Foncier of France. But generally speaking, 
neither the agricultural mortgage institutes nor the recently 
established industrial mortgage banks in Europe make it their 
business to advance short-term funds or working capital. The 
Managing Director of the Industrial. Mortgage Bank of Finland 
informs us that the Institute does not engage in ordinary banking 
business nor does it furnish working capital to industry. 

The free funds of the mortgage institute are so metimes 
PgD^Bitted"t0ije invested temporarily i n ce rtain listed bills and 
securities or utijii^^ .their own.. bonds and even 

making loans on_ certain specified securities. The Industrial 


* Letter ^ to the writer from the Wwiesring Director, The Industrie! Mortgege Benk of 

pin lend, dated 6th November, 1934, 
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Mortgage Institute of Huugar, j, a casc in ; , w 

cannot advocate with Mr Mam, Subcd„r t\Z ,| 1C r-u-LT? 
Bank of India will advance tans j, 

we would suggest that the free funds „f Jl 

'5? m «» ^ w o( £ 

Hnn|ar,an Bank. The working capital „t industry slmuld be 

obtained partly Jrom paid-up share capital and partly from the 

commercial banks. As regards tin* question that industrial con- 
cerns which have mortgaged their real assets to the mortgage 
institute may find it difficult to raise their working capital from 
the ordinary banks, it may be interesting to point out that no 
such difficulty has been experienced by the Finnish industries 
■which .have offered their fixed assets as security to the Furnish- 
, Mortgage Bank. 1 2 


Restrictions on the business uj the Mortgage Institute : 

What would be the field of operation of the proposed Indian 
Institute ? Will its sphere he limited to noil-competitive lines of 
industry ? Will it avoid small industries ? These are questions 
which should now engage our attention. 

Dr. Jeidels and the other “ Foreign experts” following him 
were definitely of the opinion that the business of the Indian 
Industrial Corporation should be restricted to non -competitive 
line3 of industry. An Industrial Corporation, financially assisted 
by Government, writes Dr. Jeidels in his memorandum, must 
not enter competitive fields of industry but should lie restricted 
to “ the field of pioneer enterprise of non-competitive character, 
the opening up of mineral resources and large public utilities, 
principally electrical power schemes.” 8 It would be restricted to 
such fields not only because they are non-compctitivc or almost 
so but also because ' ‘ in order to establish the reputation of such 


1 Articles ot Association, psra. 51. The Nation.1 Hungarian Indurtrisl N«rt«a«a 
Iustitute, Ltd., 1929. 

* Latter to the writer from the Managing Director, up. at. 

* Report of the Indian Central Banking Enquiry Committee, Ul. i. P«ri I, p- 
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Industrial Corporation, one ought to start with something assured 
of success, avoiding the risk which naturally lies in such ventures 
as glass, pottery, electric goods and chemicals, etc.” 1 In discuss- 
ing Mr. N. R. Sarker’s note, Dr. Jeidels and the other experts 
made it qtiite plain that they viewed with alar m any suggestio n 
that the industrial bank should extend its ope rations to a large 
varie ty o f industries. 2 

The position taken by the foreign experts is quite u nten able. 
It was also rejected by the Central Banki ng Enq ui ry C ommittee. 
The Industrial Mortgage Banks after the pattern of which we have 
suggested the formation of the Indian Bank have in every case 
been endowed with some form of State-aid, including State partici- 
pation of share capital. But nowhere has any attempt been 
made to restrict by Statute the operation of such banks to the 
class of business recommended by the “Experts.” A perusal of 
their annual reports makes it abundan tly clea r t,hn.t they finance 
every kind and every branch of industry. Iron and metal, 
chemical, woolen,'"' cotton,’ silk, printing and publishing, paper, 
food stuff, china, toy and brick industries are some of the most 
important assisted by the Hungarian Institute. 8 

The Saxon, the Finnish and even the Polish institutions 
have similarly financed a wide variety of industries. 4 No limit; 
has also been imposed on the character of the business to be en- 
gaged in by the more recent specialist institutions which bavej 
been or will soon be established under the auspices of the States 
In Italy, although State-aided institutions have been started for 
granting long- and middle-term credits to public works and 
public utility undertakings, the Istituto Mobiliare Italiano was 
also created in 1931 to be entrusted with the financing of indus- 
trial concerns generally. 8 

1 Discussions with Foreign Experts, Indian Central Banking Enquiry Committee. 
VoL IV, p. 281 and p. 287. 

f Ibid., Vol. IV, pp. 841-42. 

* Beport of the National Hungarian Industrial Mortgage Institute, Ltd., 1981. 

* See Chapter X, supra . 

* The Statist, July 16 and October 21, 1088, pp. 91 and 648. 
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attempttoreslnct U,c program mo of tie f„, UIy Indu ,. 

?[ India to public utility =o mpJI ,i^ d 
noB^ omKW jv elmo jpf tndus.ry "ill 

J»» ..been created but >v,lUI,o bef rtuttbt 
in that pr „p„ r diversification o( 

risks will not be achieved. 


Is regards the question of assistance to small industries the 
opinion of the “Foreign experts” was definitely against it. 
But we are inclind to think that our mortgage institute shou ld 
cat El9 r ^Aoi^-term „ee ds of all kinds of organised industries, 
large, medium and small. Such a policy wiil undoubtedly 
secure divcisification not only according to nature of industry 
but also according to size. 1 he practice o! the Saxon and Hun- 
garian Institutes lends to support our views in this respect. 
The Industrial Bank of Japan has not also confined its assistance 
to large industries, as the “foreign experts” believed, hut 
has liberally assisted small and medium-sized industries as well 
in post-war years. There will be many practical difficulties in 
working a separate institution in India for financing small 
enterprises in addition to the set-up contemplated by us. The 
con te ntion that the interests of the smaller .enterprises will be 
neglected by~an Institution of the type recommended may be 
disposed of by suggesting that the directors of the provincial 
institutes should, include representatives of smaller industries 
who will look to. thoir. particular interests. The directors might 
Be of two types, Class A and Class B, the latter to include the 
representatives of the smaller industries. 


Appraisal : 

Ac curate app raisal is a very important problem with mort- 
gage banks. Everything depends on the proper valuation of the 
property offered for mortgage and the margin of safety a owe , 
since this constitutes the security not only of the bon ® r “ 
also of the Bank itself. The Bank must be very strict m the 
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e xamina tion, of the industrial property to be mortgaged. Differ- 
ent kinds of industrial property have to be valued in different 
ways ; an d sep arate appraisers may have to be employ ed f o r tha t 
purpose. Thus the Finnish Institution has employed different -' 
“"assessors ” for valuing buildings and machinery, for landed 
and forest property and for water-power. The appraisers should 
not only concentrate their attention on present market values 
but should also take a broad view of the general pros pects of t he 
industry in future. 

The All-India Bank would require some machinery for exa- 
mining the mortgages offered but this need not be elaborate. .It 
will rely to a great extent upon the judgment of the borrowing 
ban ks, which give, their ad ditional pledg e. It is the Provincial 
Institutes whic h h ave to employ a well-equipped staff of experts, 

statisticians, businessmen, lawyers, engineers, accountants and 

economists. The Directorate may be so selected as to include 
some experts. The staff of experts will sift out the desirable 
proposals from among the many applications for loans, will 
assess properly the various forms of industrial property offered as 
mortgage and will also make full enquiries concerning “ finance, 
production, sales and market capacity and personnel ” of the 
businesses applying for loaus. Industrial concerns having a fairly 
satisfactory trading record over a period of years, in a sound 
financial position and well managed at the time of application, 
should be primarily assisted. Every facility should be given to 
those who have already succeeded in building up business to a 
certain point so that further progress may be made possible. 
The financing of newly established concerns should not be too 
strictly prohibited. A new industry should not be v iewed w ith) 
instinctive suspicion and turned down at once. Every proposi-* 
tion should be judged oh its own merits. 

Special Privileges and Safeguards : 

The ^ajk kio . be_ simroun£ed_jy^ ep^ial privileges and 
safegaijrds-Ss^is usual with mortgage institutes, whethe r. agEie^' 
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tural or industrial. The riehisof snoh , 

01 8UCh institutes have to lie verv 

carefnlt^4*C5®ct|d_ m the interests of the bondholders. The 
bonds which are the main source out of which they derive their 
necessary funds have to be popularised among the investing 
public and extraordinary facilities have therefore to be accorded 

to, t hfi. , banka, to^gollect their dues. The process allowed fort 

realising arrears of interest and annuity has to he particularly! 
quick aud effective. In all cases they have been endowed with 
the right, .to take — drastic proceedings against a delinquent 
borrower. On appeal the Courts must also give their decision 
swiftly apd s ummarily , the records of the mortgage hank consti- 


tuting indisputable evidence. The hank has frequently the 
right to be appointed “ sequestri curator ” of the mortgagee 
properties. The claims of the bank take precedence over all 
other claims. No third party can acquire any claim over tin- 
properties and assets mortgaged by the borrowing concern. The 
IndjjjtP Institute jn nst have to be endowed with similar rights and 
safegua rds so that it may function well. In every case tin- 
buildings, machines, tools, implements, etc., which have been 
offered for mortgage must be insured against damage by lire, 
earthquake or any other casualty with an insurance company 
approved of by the lending provincial bank. Audit and revalu- 
ation qXjLSsejfca. must be permitted at any time. As regards tin- 
right of the borrower to repay his loan before the appointed 
time t he may be permitted to do it hut a stipulation should he 
m ade that a. notice of repayment should he given and a redemp- 
tion fee shpuld.be paid as is demanded by the English Agricul- 
turaL Mor tgage Corpor ation . It must be remembered that tin. 
Bank will have its own liability for its bond issne-a and having 
regard to that it should not allow non-contractual payments to lx 
readily made but it should fix a redemption fee sufficient to I e 
commensurate with the cost of the funds it employs. 


Central Register of Industrial Mortgages : 

The f raming of a Cen tral Register or Imtatri.l Mort«»g« 
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as is to be found in Hun gary ig_a condition p recedentjfco- the 
establish ment of an Indus trial Mortgage .Bank for India. With- 
out such a register , it wili not be possible lor. mow 

immediately whether it is advancing actually against a first , 
mortgage.' The existence of prior mortgages, if not known, 
will detract from the value of the property and thus injure the 
interests of the Bank. It is essential for the development of a 
proper system of mortgage credit that safeguards should be intro- 
duced against the mortgaging of the same piece of property 
several times without disclosing the fact of prior mortgage to the 
later lenders. A great check to such abuses in the sphere of 
agricultural mortgage credit is furn ished by the g rnndhnch ” 
of Germany. Tf Is a real estate register, registering the property, 
relationship and the debt burden of every piece of land. It is 
open for inspection to all interested parties and embodies the 
! principle of priority over all other rights entered subsequently. 
Following Germany, most Central European countries have 
developed a complete machinery for registering mortgages in a 
“grundbuch.” A Central Register of Industrial Mortgages, 
embodying all the details of ownership, rights of third parties, 
etc., is likely to be much more advantageous than the “ purge ” 
method of the “ Credit Foncier ” of France. According to this 
method, advertisements are made in papers inviting objections 
from possible creditors to a proposed loan on the mortgage of real 
estate. It is no doubt speedy and safe and at the same time dis- 
penses with the necessity of fresh legislation. But it exposes 
intending borrowers to a blaze of unwelcome publicity and is not 
therefore likely to be relished by them. The experience in India 
under the State-Aid to Industries Acts when objections to appli- 
cations of loans have similarly been invited by advertisement in 
newspapers and Government Gazettes has not at all been happy 
and does not warrant a repetition of the Bame system in 
the Mortgage Bank. All these considerations have impressed| 
us in favour of instituting a Central Register in every P r0 " i 
vince. 
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Relative Insecurity of Industrial Mortgage Banks : 

The extension of the principles of mortgage hanking to the 
field of industrial credit has not been favourably received in some 
quarters ; and the establishment of industrial mortgage banks 
which will grant long-term loans on mortgage of industrial real 
property, machinery, plant, factory buildings, etc., ha* been 
viewed wit h considerable misgivings. Agricultural land is as 
ood as permanent and seldom undergoes depreciation so quickly 
and so considerably as to wipe out the security. Industrial pro- 
perty however, is, subject to more rapid depreciation than agri- 
cultural real estate. Owing to changes in value and rapid depre- 
ciation, industrial plant and machinery which are used as bases 
« _ the issue of industrial mortgage banks have been considered 
to be very insecure. But it must be pointed out that agricultural 
pro^rty l subject to actuation, and trad^desaed 
Sumach more than industrial proper')'. I" )«" «* 

S guide of auctuations in agricultural rent and pricers b*n 
f™ mml _ The phenomenal rise during the Great War 
indeed enormous. 1 he P catastrophic fall in the 

“ quickly followed Uto 1920 ^ „ lte 

whole world of agncult . o{ agl i cu Uunil prices 

world-wide economic cri8lS q{ maaufacture d goods. Agricul- 
was relatively g rea £ er tk d ion has undergone a deprecia- 
tural property in the receD P indortria l. The collapse 

tion of value much more sen Qfe t hat there is a sinking 

of agricultural prices has been ^ ^ fljr iiisliing 

tendency among several banks pn * j nglv in urban reak 
agricultural mortgage credit to mv ^ £ French “ Credit) 

est^ - An outstanding example is that 

Fonder.*’ , . has one single advantage of 

An industrial mortgage ba * and othe r mortgage 

considerable importance over a investment much ^'«er 

banks in Every k-d and 

a mongst widely di fferent types _ he represente m 

every size of industrial en erpr 
ss-uasR 
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investments . Aga in, in the case of the industrial m flrtgagfi-ing- 
titutes.the duration of the loap_and the period .of am ortisati onjMEB 
8uj5 cien tly~ifiorter than the same with agricultural banks . The 
percentage of the estimated value of the property up to which a 
loan can be advanced is also fixed on a more c onservative basis. 
Taking all these things into consideration, we are inclined to 
think that an Indust rial Mortga g e Bank is not much less secure 
than an agricultural mortgage institution. The recent experiment 
with industrial mortgage banking that has been made in Saxony, 
Finland and Hungary has been attended with considerable suc- 
cess and clearly demonstrates that such a type of institution is 
not only safe but is also a financial mechanism of considerable 
utility. Losses on mo rtgage loans made by the banks in every 
case have been either nil or insignificant ; while the borrowing 
industrial enterprises have been highly benefited. 

There is a permanent need of this type of loan. Even in 
Europe where the capital market is highly organized and capital 
is neither shy nor unavailable, industries of a certain size or of a 
certain type, though perfectly sound, have met with great difficul- 
ties in obtaining their necessary long-term finances. In much 
poorer countries as in India, where capital is proverbially shy 
and the market for it unorganized or non-existent, industrial 
undertakings, haye to face yet greater di fficultie s in securing their 
capital and in a great many cases have to be kept back for want 
of Jtr~ Industrial mortgage banks are designed to satisfy this 
need which is always present in our economic society. 


safest -clasanj of securities. The legal supervision, the dual 
security, general and specific, and the fact that the investor 
has the first lien on assets and earnings have made it more 
secure than t he in dustrial dphpnt.nrp and often safe than the 
bonds pf the average central or local Government. The prior 
rights of debenture^holders are noF atWays easily realizable. 
There ere many recent instances where industrial companies fall* 


From the point of view of the invest or, the mortgage bon d, 
t should, be-observed, is under normal-conditions. ona-Pf—the 
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ing on evil days have compelled them in , 

Ab regards Government bonds, GovernmenVl^IT" 

meS 5 ^ ^rt^“ tarn ,rom 

ban^kEls: 1 FparlltrlvT^^ 

the security or the bonds is ^ H-CL^ 

There are no doubt some investors who would like some capital 
appyec^n. Such investors generally believe th.t invest, Lt 
m bonds does not offer any opportunity for rapi.nl appreciation 
as that in shares. But this is really not the case. Owing to , 
multitude of factors, political and economic, the credit position o: 
a bond may improve and its price may rise. To such investors 
therefore, who desire some capital appreciation, the mortgagt 
to?*??. 8h?»M.noi aj8Q .fail ..to appeal. We arc firmly convinced 
that if the investing public could once be shown the advantages 
of investing in mortgage bonds, there would be no lack of inves- 


tors in India. Bonds could be issued in different denominations 
and having different dates of maturity to suit different classes of 
investors- To invest in the bonds of a well-known mortgage 
bank, the investor would not require any high standard of know- 
ledge; he could do so himself with confidence. 

The establishment of a Specialist Institution for financing 
industries in India has been resisted by non-Indian opinion on 
the alleged ground that attempts at specialised industrial banking 
were made in the past and the experiment had definitely 
failed^ A large number of institutions sprang up, no doubt, 
during the post-war years in every part of India, styling them- 
selves as “ Indust rial B anks.’’ But as already pointed oui, they 
coul d have no claioTto that title. None of them were wdl- 
equipped, well-managed or conceived on truly scientific lines. 


* Letter bom the Chairman, Exchange Banks Aaeociation, Indiao Central Banking 
Committee, Vol, II, p. 626 . 
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The basic principles of industrial financing were neither known 
nor understood. Even the Tata Industrial Bank which attracted 
considerable attention and was taken as a model by the Industrial 
Commission was not an exception . 1 The organisation that we 
have suggested here haB no resemblance, to the se so -called 
“ ind u s tri al b a n ks ” of the past ; and it is not on! jLth eoretic ally 
sound b ut is also oj consider abl e practical utility . 


1 8m Chapter V. tupta. 
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